S. HrG. 109-389

MEETING THE CHALLENGES OF MEDICARE DRUG
BENEFIT IMPLEMENTATION

HEARING

BEFORE THE

SPECIAL COMMITTEE ON AGING
UNITED STATES SENATE

ONE HUNDRED NINTH CONGRESS

SECOND SESSION
WASHINGTON, DC

FEBRUARY 2, 2006

Serial No. 109-17

Printed for the use of the Special Committee on Aging

&R

U.S. GOVERNMENT PRINTING OFFICE
27-432 PDF WASHINGTON : 2006

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



SPECIAL COMMITTEE ON AGING
GORDON SMITH, Oregon, Chairman

RICHARD SHELBY, Alabama HERB KOHL, Wisconsin

SUSAN COLLINS, Maine JAMES M. JEFFORDS, Vermont

JAMES M. TALENT, Missouri RON WYDEN, Oregon

ELIZABETH DOLE, North Carolina BLANCHE L. LINCOLN, Arkansas

MEL MARTINEZ, Florida EVAN BAYH, Indiana

LARRY E. CRAIG, Idaho THOMAS R. CARPER, Delaware

RICK SANTORUM, Pennsylvania BILL NELSON, Florida

CONRAD BURNS, Montana HILLARY RODHAM CLINTON, New York
LAMAR ALEXANDER, Tennessee KEN SALAZAR, Colorado

JIM DEMINT, South Carolina

CATHERINE FINLEY, Staff Director
JULIE COHEN, Ranking Member Staff Director

(1)



CONTENTS

Opening Statement of Senator Gordon Smith ............ccccoeviiiiiiiiiiiiiiiiiieee,
Opening Statement of Senator Herb Kohl ........
Opening Statement of Senator Elizabeth Dole ....
Opening Statement of Senator Thomas Carper ...
Opening Statement of Senator Bill Nelson ..........
Opening Statement of Senator Hillary Clinton
Opening Statement of Senator James Talent ..
Opening Statement of Senator Ken Salazar ....
Prepared Statement of Senator Conrad Burns

Opening Statement of Senator Conrad Burns .....
Opening Statement of Senator Rick Santorum ....
Prepared Statement of Senator Blanche Lincoln ..........ccccccovveeeiieeccieeeiiieeeeieeen,

PANEL I

Mark B. McClellan, M.D., administrator, Centers for Medicare and Medicaid
Services, Department of Health and Human Services, Washington, DC ........
Linda McMahon, Operations, Social Security Administration, Washington, DC

PANEL II

Robert J. Kenny, Medicare Part D beneficiary, Tillamook, OR ...........ccccceuneen.
Michael Donato, Medicare Part D beneficiary, Mansfield, OH .................
Sharon Farr, Center for Individual and Family Services, Mansfield, OH

PANEL IIT

Timothy R. Murphy, secretary, Executive Office of Health and Human Serv-
ices, Massachusetts Department of Public Health, Boston, MA ......................
Susan Sutter, president-elect, Pharmacy Society of Wisconsin, Horicon, WI; ....
Mark B. Ganz, president and chief executive officer, Regence Group, Portland,
OR; on behalf of the National Blue Cross and Blue Shield Association ..........

APPENDIX

Prepared Statement of Senator Larry Craig .......ccccceveeeeeviiieniciieeniieeeneeeeiee e
Prepared Statement of Senator Susan Collins ........
Prepared Statement of Senator Russell Feingold ...
Prepared Statement of Senator Rick Santorum ......
Article submitted by Senator Santorum ...........
Prepared Statement of Senator Mel Martinez ..............
Questions from Senator Santorum for Robert Kenny ...
Questions from Senator Santorum for Susan Sutter .................
Testimony submitted by Long-Term Care Pharmacy Allicance .........
Statement submitted by National Association of Chain Drug Stores .................
Statement submitted by American Society of Health System Pharmacists .......
Statement of the American Psychaitric Association ...........ccccceceevveeiieeneennieennen.
Statement submitted by AARP ......cccccoviviiiiiiiiiiieieeceeeeeee
Statement submitted by the American Pharmacists Association ...........cccecn...
Testimony of Jack Vogelsong, Commonwealth of Pennsylvania, Department

OF AGINIZ .eviiiiiieeeeiiee ettt ettt e et e e ettt e e sttt e e s ta e e e steeeesaseeeanstaeennsseeennseeeannnes
Testimony of Kenneth Goodman, chief operating officer, Forest Laboratories ..

(111)

107
119

129






MEETING THE CHALLENGES OF MEDICARE
DRUG BENEFIT IMPLEMENTATION

THURSDAY, FEBRUARY 2, 2006

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,
Washington, DC.

The committee convened, pursuant to notice, at 10:03 a.m., in
room 216, Hart Senate Office Building, Hon. Gordon H. Smith
(chairman of the committee) presiding.

Present: Senators Smith, Talent, Dole, Martinez, Santorum,
Burns, Kohl, Wyden, Lincoln, Carper, Nelson, Clinton, and Salazar.

OPENING STATEMENT OF SENATOR GORDON SMITH,
CHAIRMAN

The CHAIRMAN. Ladies and gentlemen, if everyone would take
their seats, we welcome you all here. We thank you for coming.
This is our first hearing in the Aging Committee of the year 2006
and there is hardly a topic we could address that is more timely
and more important to the lives of our seniors than the new pre-
scription drug benefit. Obviously, it has gotten a lot of people’s at-
tention as it has been implemented. It has not been problem-free,
but this is not a hearing just to pile on. It is a hearing to look for
solutions, so we appreciate very much our witnesses who have
taken the trouble to be here and we want you to feel at home here.
I understand some are feeling quite nervous about this. But this
is a great national effort to fill a part of the Medicare promise that
should have been done long ago.

But again, our goal today is to evaluate CMS’s ability to address
current problems in a timely manner and to anticipate future prob-
lems before they occur. Only when this happens can we regain and
earn the confidence that beneficiaries want to have in this valuable
program.

It is most unfortunate that many of the problems have involved
what are known as dual-eligibles, which are people who are on
Medicaid, which is a State responsibility, and now have been shift-
ed to Medicare, which is a Federal responsibility. These are often
the poorest and most vulnerable Americans who rely on medica-
tions to manage their chronic physical and mental illnesses. We
knew there would be challenges associated with their transition
from Medicaid into the new Medicare drug benefit, but it seems
that perhaps not enough was done to ensure a seamless transition.

Last March, this committee held a hearing where experts offered
solutions to the very problems the program has experienced. I felt
their recommendations had merit, strongly enough so that Senator
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Kohl and I sent a follow-up letter to CMS. While I applaud CMS’s
efforts to address the current situations and problems that have
arisen, I have to question whether any of this would have devel-
oped if the recommendations we made had been adopted.

However, again, let us look forward. I hope to have answers to
a number of key questions. First, is the accurate enrollment infor-
mation about dual-eligibles available to plans and pharmacists to
ensure beneficiaries can receive their medications at correct prices?
Second, have the call center hold times improved so that bene-
ficiaries and pharmacists can get access to accurate information in
a timely manner and resolve problems? Third and finally, are low-
income beneficiaries still being denied drugs or charged inappro-
priate deductibles and copayments?

I know that progress is being made to improve communication
between all parties, but I am hearing reports that not all plans and
pharmacies are aware of the options to address problems. This is
certainly the case with what is called the first fill policy, which re-
quires plans to cover the cost of a 30-day emergency supply of
medication when a beneficiary needs a drug that is not covered by
his or her formulary. While all plans reportedly had first fill poli-
cies in place on January 1, many pharmacists and plan representa-
tives were not aware of them, and even if they were, they couldn’t
get the authorization necessary to dispense the drug.

I want to note and commend my own State that took action and
created stop-gap programs to pay the cost of emergency medica-
tions. I am committed to ensuring that States are reimbursed for
their expenses. Again, Medicare is a Federal, not a State, program.

While the focus of this hearing is on the immediate challenges
associated with the implementation of the Medicare drug benefit,
there are some programmatic changes that are needed. One such
change is the extension of the institutional copayment exemption
to dual-eligible beneficiaries who are receiving care in homes and
community-based centers. Under current law, dual-eligibles who re-
side in nursing homes are not required to pay copayments for ge-
neric or brand name drugs. However, those living in assisted living
facilities or who receive services through adult day care programs
or other types of community-based services are required to pay
these costs.

Considering that dual-eligible beneficiaries in both nursing home
and community-based care settings generally have the same
amount of resources available to them. This is simply not right. It
put dual-eligibles in States like Oregon, which provide most of
their long-term care services in a community setting at a disadvan-
tage and may even create a disincentive for individuals to choose
community-based care options in the future. By the way, some of
those options are less expensive than nursing homes, but my point
is simply that the seniors should have the choice of where they re-
ceive their care.

Yesterday, I introduced a bill along with Senator Bingaman that
would extend the copayment exemption to dual-eligibles receiving
their care in home or community-based settings. I believe this
small change to the Medicare drug program will have an enormous
impact to ensuring that low-income beneficiaries have continued
access to their drugs while protecting their right to receive care in
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the setting of their choice. I hope my colleagues will consider this
bill. I think it is an improvement.

I look forward to today’s discussion and I hope we have a
thoughtful and productive dialog. I am proud of the Aging Com-
mittee. We are the first to take up this issue and I know it is of
real timely urgency for seniors. We have excellent witnesses, in-
cluding two beneficiaries who will discuss the success and chal-
lenges associated with the program’s implementation.

With that, I will turn to my colleague, Senator Kohl, for his
opening remarks.

OPENING STATEMENT OF SENATOR HERB KOHL

Senator KOHL. I thank you, Mr. Chairman, and I also welcome
our witnesses who will be here today.

Dr. McClellan, I am glad to see you back again to discuss Medi-
care Part B implementation. As I am sure you know, we have some
serious problems on our hands, and as I am sure we would agree,
we need to put aside any partisan thoughts to work together to get
this program running so that seniors are better off than they were
before we passed the drug benefit. I do not believe we are there at
this time.

Every day, we hear stories from seniors and individuals with dis-
abilities. Some find themselves switched from Medicaid into a
Medicare drug plan that does not cover the drugs that they need.
In other States, hundreds of dollars of incorrectly charged copays.
Still others wrestle with the choice between the dizzying number
of drug plans, all covering different drugs and different costs, and
few that Medicare can explain in any detail.

A good number of these problems, I think you would agree, come
from a flaw in the original plan, the primary reason that I and oth-
ers voted against it in 2003. Medicare Part D is not what many
seniors thought they were promised, a simple drug benefit deliv-
ered through the reliable, popular Medicare program. Instead, pri-
vate insurers distribute the drug benefit, and I believe it is set up
as much for their profit and convenience as it is for that of our sen-
iors.

Nowhere is that more obvious to me than in the provisions of the
drug benefit law that prohibits, as you know, the Federal Govern-
ment from negotiating with drug companies for lower drug prices.
Forty-one million Medicare beneficiaries demanding fair prices, I
believe could have backed the drug companies down, but the law
will not let them even try.

Striking that provision, and I am a cosponsor of legislation to do
that, I believe might be the single most powerful action we can
take to increase the popularity and the benefit of Medicare Part D
among seniors. I would hope that the administration would endorse
fixing that provision. I believe it would not only be good policy, but
a strong signal that seniors are, indeed, our primary concern.

I would bet that, Dr. McClellan, you are as disappointed as any-
one at the troubled roll-out of Medicare Part D. Seniors don’t have
enough information, as you know, to choose a drug plan and they
get inaccurate or inconsistent advice when they call Medicare. Sen-
ator Nelson has introduced a bill that would extend the enrollment
deadline from May 15 and give every beneficiary a chance to
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change their plan at least once at any point in 2006, and that
seems to me something that we could and should do.

We also have to take immediate action to help those hit hardest
so far, the so-called dual-eligibles, the very poorest and sickest sen-
iors and disabled individuals who were switched to the Medicare
drug benefit on January 1. We hear stories of patients denied medi-
cines because their paperwork is delayed or their new plan does
not cover what they need. We know the Administration must be as
concerned as we are with that result and we look forward to talk-
ing about what we can do to turn it around.

But it is not only seniors who are overwhelmed. Pharmacies, as
you know, are struggling to navigate the new system. Today, we
will hear from Sue Sutter, a pharmacist from Dodge County, WI,
about the extreme steps they have taken to make sure that no pa-
tient is turned away. Even in the face of being unable to verify pay-
ment, many pharmacists have still dispensed medications to their
clients and some pharmacies have been forced to the extreme of
taking out lines of credit to cover their costs. Many States, includ-
ing Wisconsin, have had to step in to cover drugs, as you know, to
avert a public health emergency.

I believe we can act now to fix these problems. Dual-eligibles
must have guaranteed access to the drugs they need and some real
help to get into the proper drug plan. The Federal Government
must reimburse seniors, pharmacies, and States who have stepped
in to fill the holes. We should extend the enrollment deadline for
seniors to sign up for the benefit so that they would have enough
time to pick the drug plan that best suits their needs, and we
should also let seniors change their drug plans this year if the one
they choose changes mid-year and no longer provides coverage for
their drug. We should also allow, as I said, Medicare to negotiate
directly with drug companies for lower prices for seniors and tax-
payers if we cannot explain why they should be disallowed from
doing that.

Earlier this week, I met with seniors, individuals with disabil-
ities, pharmacists, and advocates in Milwaukee who have been
working around the clock to help people get the drugs they need.
The administration needs to show that same commitment and
must look at what can be done to rectify the problems that exist
with Medicare Part D.

Again, I thank you all and I certainly thank our Chairman for
holding this important hearing.

The CHAIRMAN. Thank you, Senator Kohl.

As is our tradition, we will go on those who arrived first, so it
is Senator Dole, Senator Carper, Senator Nelson, Senator Clinton,
and Senator Talent.

OPENING STATEMENT OF SENATOR ELIZABETH DOLE

Senator DOLE. Thank you very much. Thank you, Chairman
Smith, for holding this hearing to examine and address the chal-
lenges in implementing the new Medicare prescription drug pro-
gram.

Twenty-four million Americans, including more than 778,000
North Carolinians, are enrolled in Medicare Part D, and today,
these folks are receiving more affordable access to life-saving medi-
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cation. For a majority of these individuals, the program is working
properly and they are receiving their prescriptions at a much lower
cost than before. In fact, pharmacies across the Nation are filling
one million prescriptions a day to Medicare Part D enrollees.

However, there are some beneficiaries, in many cases the need-
iest among us, who are having considerable trouble transitioning
into the new program. This is simply unacceptable and clearly not
what was intended. It is critical that we identify these problems
and work together to ensure that this new program serves each
and every beneficiary successfully.

I have heard from a number of pharmacists, providers, and bene-
ficiaries in my home State of North Carolina about both the suc-
cesses and challenges they have encountered in the first month of
the new Medicare drug program. While I am delighted to hear that
so many Americans who did not have prescription drug coverage
before are now benefiting from this program, I am also very con-
cerned about those who are encountering obstacles as they try to
fill their prescriptions.

I have heard reports, as I am sure we all have, about bene-
ficiaries who are being charged the wrong copayment, pharmacists
and beneficiaries who are not able to get in touch with the plans,
and computer systems that are working inadequately. What is
worse is that in many cases, it is the dual-eligible individuals,
those who qualify for both Medicare and Medicaid benefits, and the
low-income subsidy populations, that are having the most trouble.

Because these beneficiaries often have more serious health con-
cerns and depend on their prescription drugs the most, it is even
more important that these problems be addressed quickly.

The new Medicare prescription drug plan is the largest change
to Medicare since the program’s creation 40 years ago, and with
any change that scale, that magnitude, it is nearly impossible to
avoid startup challenges. But now we have got to identify those in-
dividuals who are vulnerable and make certain their needs are
met. We have got to make certain that the new drug program is
working for all beneficiaries, pharmacists, and providers alike.

We have already seen tremendous progress in solving some of
the initial difficulties. Data submissions have been streamlined.
Customer services have been enhanced. Pharmacy support has
been expanded. I thank Dr. McClellan and CMS for taking steps
to quickly improve the systems that were faltering and to assist
those experiencing problems. I also thank the many pharmacists,
providers, case workers, State and Federal officials, friends and
family members who are working together to assist beneficiaries in
their community.

I am disappointed by the unconstructive rhetoric and blame
game that some are resorting to. We must work together, not point
fingers, to solve these problems.

In conclusion, let me just say that in the coming days and weeks,
it is vital that all parties involved continue to make a concerted ef-
fort to strengthen the new Medicare drug program. Congress must
ensure that diligent work is being done to meet the needs of every
beneficiary. Millions of Americans are better off, thanks to the ben-
efits provided by this landmark program, and there is no reason
why every enrollee should not share the same experience.



Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Dole.
Senator Carper.

OPENING STATEMENT OF SENATOR THOMAS CARPER

Senator CARPER. Thank you. I want to welcome our witnesses
today. Thank you very much for joining us. It is good to see both
of you and I express my thanks to you, Mr. Chairman, and to our
colleague, Senator Kohl, for pulling us together so that we can
begin to exercise our responsibility and our oversight responsibility
as this new benefit is implemented.

We all know, it has already been said, the implementation proc-
ess has been bumpy, rocky. Maybe it was difficult given the mag-
nitude of the kind of program that we are introducing here. I voted
for this benefit in the expectation that we would make improve-
ments and as a first step toward ensuring that all seniors and dis-
abled persons have access to prescription drug coverage under
Medicare. However, this is only going to work if we continue to im-
prove the program’s implementation almost on a daily basis, and
I know that is what you are trying to do and that is what we are
trying to do in my State of Delaware.

I just say to my colleagues, I think maybe it is going a little bit
easier in Delaware. We had our tough moments and still have
them, but we have an extraordinary cooperation between State and
local folks, working with CMS, working with Social Security, work-
ing with folks in the private sector to try to smooth it out as best
we can.

I know we have all heard how confusing this program is and
about the transition problems that are associated with the new
benefit. Some beneficiaries have gone, as we know, without needed
medications. Pharmacists have dispensed medications they have
not been paid for. Medicare and health plan phone lines have been
overwhelmed, such that resolution of these problems are even
harder to come by.

In my State of Delaware, we have done, as I said, I think a pret-
ty good job of trying to implement the process and a lot of people
have worked very hard to make that possible. I think we have been
able to avoid the worst, but for a lot of people, there has been a
lot of heartache, as you know. Now we have got to sort through the
problems that we see and we have to fix them.

I am going to suggest several steps. The first one would be that
the Centers for Medicare and Medicaid services must address as
quickly as possible all the many problems that you have heard
about and that we have heard about in this past month or so. This
includes that States, that pharmacists and beneficiaries are appro-
priately compensated for costs that they have incurred as a result
of transition problems, and CMS should provide Congress with reg-
ular updates on the progress of resolving these issues, and this is
an opportunity to provide one update in person. We hope that oth-
ers would follow.

Second, I believe we will need to streamline and simplify the
benefit. As it stands now, CMS, I believe, approved too many plans,
each one with different rules, different standards for pharmacists,
different standards for appeal. Put quite simply, the program as
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implemented today is just too confusing. I will remember for a long
time a conversation I had with Senator John Breaux and former
Secretary Tommy Thompson a year or two before the adoption of
the program and talking to them about my mother, about their
mothers and how difficult this stuff is going to be for them to un-
derstand on a very good day. What we have done is we have put
in place a program that is, for a lot of our senior citizens, almost
incomprehensible.

Third point, we need to ensure that CMS has the proper struc-
tures in place to oversee participating health plans. CMS must en-
sure the plans are doing what they are supposed to be doing and
that any lack of compliance is immediately identified and corrected.

Finally, we need to ensure that the Social Security Administra-
tion continues to conduct outreach to low-income populations.
Today, I think only about a million people have been found eligible
for the subsidy out of an estimated, I think, eight million people
who are believed to be eligible beneficiaries.

I just say in conclusion, we can do better with this drug benefit
and I hope that today’s hearing is a real good step toward fixing
some of the problems that we have all experienced and worked to
correct.

Thanks, Mr. Chairman.

The CHAIRMAN. Thanks, Senator Carper.

Senator Nelson, how are we doing in Florida?

OPENING STATEMENT OF SENATOR BILL NELSON

Senator NELSON. Well, you can imagine with the significant sen-
ior citizen population we have in our State, and Mr. Chairman, I
will be very brief and just summarize because you all have a tough
{?b and you need to know what we are hearing and it has been said

ere.

We are going to have an opportunity to vote on this today, on one
of the things that has already been mentioned here. The Chairman
has mentioned it. I have filed an amendment on the tax reconcili-
ation bill that will delay for 6 months the deadline of signing up
that will help a lot of the folks that I have been talking to who are
quite confused with over 43 plans to choose from. They are not only
confused, they are frightened because of that deadline coming and
if they make a mistake. So that is a part of the amendment, as
well, that they would have the opportunity to change that without
having to wait a year.

Now, you have also heard the commentary here about the dual-
eligibles. I will tell you, your attention is riveted in a town hall
meeting when senior citizens are sitting or standing in front of you
and literally tears are coming down their face because they had
their prescriptions under Medicaid and now the pharmacist is re-
fusing to give it to them as they have been transferred under Medi-
care.

Then the third thing that I would just quickly mention is that
Senator Clinton and I filed a bill last week, and I just heard you
say, Mr. Chairman, that you filed one, as well, and this is prescrip-
tion drug copayments in those that are in assisted living facilities.
Now, if you are low-income nursing home, you don’t have to pay
the copayments. But if you are low-income and you happen to be
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in assisted living facilities, and it may be that you are there be-
cause you have got a mental problem and the medications are abso-
lutely essential, you see the problem. They are not getting their
medication. Senator Clinton and I have filed a bill that would can-
cel those copayments for low-income individuals.

Good luck as you are implementing this with everything that we
are seeing come up to the top.

The CHAIRMAN. Maybe we should combine your bill with the bill
Senator Bingaman and I introduced. Senator Clinton.

Senator NELSON. The more the merrier.

OPENING STATEMENT OF SENATOR HILLARY CLINTON

Senator CLINTON. Mr. Chairman, we would certainly welcome
that and we will work together, because that is one issue that must
be fixed immediately. I have been in pharmacies from Buffalo to
Rochester to Syracuse to New York City. I have been to hospitals.
I have spoken with many pharmacists, doctors, nurses, seniors,
people with disabilities, their family members, their advocates. Be-
cause I worried that the bill itself was fatally flawed in its design,
I voted against it, but once it passed, I certainly determined that
I would try to do everything I could to make sure that New Yorkers
understood it, could access it, and make the best of it.

To that end, I issued in our State a brochure that my excellent
staff put together. We have sent out tens of thousands of these in
English and Spanish. But as the date approached for the January
1 implementation, I became even more concerned and introduced
legislation to try to fix some of these problems that I was convinced
were going to happen.

The GAO came out with a report that highlighted and really set
off the alarms about a number of these problems, and yet despite
the concerns of many about what was going to happen, we were un-
successful in either slowing down the process or making it work
better and the results are the ones that I have seen firsthand over
the last several weeks in my State, and I have to identify com-
pletely with what both Senator Kohl and Senator Nelson have said.
I mean, it is an absolute embarrassment, outrage, deep heart-
breaking disappointment to be in the presence of people who are
so distraught, confused, upset and feeling abandoned.

I know any program is difficult, but I would remind us we imple-
mented the entire Medicare program in 11 months back in 1965,
and we didn’t have computers. We had a simple program people
could understand and an effective effort to make sure it came into
being as smoothly as possible.

Now, the first thing, Mr. Chairman, I would suggest is that we
get some agreement on the facts here, because we cannot possibly
deal with what we as elected representatives are coping with,
which is an overwhelming outpouring of constituent requests, un-
less we know the facts. I think it is important to start with the fact
that the administration continues to claim that we have 24 or 25
million beneficiaries. Let us look at those figures.

First, the 6.2 million dual-eligibles already had prescription drug
coverage. They were covered by Medicaid. They got their drugs.
Most of them got it for free. It was seamless. Their doctors under-
stood how to access it for them. Four-point-five million Medicare
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Advantage enrollees had Medicare managed care plans that offered
prescription drug coverage. They already were covered. Seven-
point-four million retirees already had coverage from their previous
employers for their drug needs. Federal retirees, veterans and their
families, 3.1 million, already had existing drug coverage. So we
have about 3.5 million new enrollees in our country who signed up
for the new benefit.

In New York, we only have 110,000 new beneficiaries, and who
can blame them? People are taking a wait-and-see attitude. They
don’t want to be signed up with some plan that may not even have
their drug on the formulary. Their doctors are telling them, wait.
Don’t rush into this, because I don’t want to have to be rediag-
nosing you. You have been fine on the drugs that I have given you
for a decade. I don’t want to have to write notes and ask for per-
mission to give you the drug that I think you should have. So peo-
ple are taking a wait-and-see attitude, except for the dual-eligibles,
who were automatically enrolled, who had no choice over what the
plan they were going into said or what kind of copayments they
would be required to make.

So I think that we need to have, as the first order of business,
an agreement that we are going to talk about facts, not spin, not
rhetoric, not propaganda. We are going to talk about facts because
people’s lives are at stake, and I take this very seriously.

There are a number of fixes that we have been putting together
on both sides of the aisle. One, you heard about. The Chairman,
Senator Nelson, and I, we would like to make sure that the dual-
eligibles living in group homes, in assisted living facilities, like a
young man that I met recently outside of Albany had a bill for the
first time ever that he was supposed to pay to get the drugs he
needed will not have to face that.

Second, I would like to see the pharmacists in this country reim-
bursed. They have been on the front lines. They have been the ones
who have had to tell customers, “I am sorry, this isn’t covered,” or,
“Mrs. Jones, I know you used to get your drugs for free, but now
you are going to have to pay me $42. Oh, you can’t pay? Well, I
am going to give it to you anyway and we will try to get this
worked out.” They are the ones who have been on hold to the Medi-
care hotline or to the plan’s hotline, trying to get answers for their
customers about what they were entitled to and how much it was
going to cost them. So I certainly hope we will reimburse the phar-
macists.

With respect to the recent announcement about reimbursing the
States, let us make sure that that is not cutoff at February 15 be-
cause I don’t think a lot of these problems are going to be fixed by
February 15, and I don’t think any State that has stepped up to
the plate, as so many of ours have, should be penalized because the
Federal Government designed a fatally flawed plan and is imple-
menting it in a manner less than acceptable.

Now, I also am deeply concerned about the large numbers of
beneficiaries with mental illnesses who have had trouble getting
their medications. Now, as beneficiaries finish their one-time tran-
sition supplies of medications not covered on drug plan formularies,
they will have to switch medications or file for an exception to the
plan’s formulary policies, and I predict this will be the next big
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challenge, Dr. McClellan, that will be faced by the Part D program,
as millions of beneficiaries try to take advantage of the exceptions
and the appeals process, and I hope you have plans in place, and
I would request that your agency provide this committee with data
on the numbers of beneficiaries who file appeals to plans, the num-
ber of successful appeals, and rejections by plans, and information
on the timeliness with which plans handle appeals.

Finally, there continue to be widespread reports of drug plans re-
quiring prior authorization for beneficiaries to receive needed medi-
cations. Now, some reports have plans requiring forms for each
drug, while others are requiring doctors to fill out forms as long as
14 pages for drugs that a beneficiary has been taking for years.
Now, your agency’s request that plans discontinue this practice
does not seem to be working based on the information we have, and
I hope that you will require, not request, require that the plans
cease this practice and enforce that requirement.

Mr. Chairman, we have legislation with a comprehensive fix that
I hope we can get bipartisan support on. I, for one, believe we
should scrap this and start over. We are spending hundreds of bil-
lions of dollars on an inefficient delivery of a plan that could be
done in a much more cost-effective way. We have taken taxpayer
dollars by the billions and transferred it to the pharmaceutical
companies and the insurance companies as a way to entice, even
bribe, them to provide drug coverage to the poorest of the poor and
the sickest of the sick. That is not in keeping with either our val-
ues or, frankly, what should be expected of high-performance gov-
ernment.

I look forward to getting responses, but I hope that we will start
with an agreement that no spin, no rhetoric, let us talk facts and
let us get facts before this committee so that we can discharge our
responsibilities to the people who are dependent on us.

The CHAIRMAN. Thank you, Senator Clinton.

We will now hear from Senator Talent, Senator Salazar, Senator
Burns, and Senator Santorum, and if you could keep them abbre-
viated, we would appreciate it. Our witnesses, three panels of
them, are waiting. Senator Talent.

OPENING STATEMENT OF SENATOR JAMES TALENT

Senator TALENT. I will be brief, Mr. Chairman. I have had a
number of town hall meetings around Missouri talking about this
new coverage and listening to seniors. It is the third round of town
hall meetings I had on prescription drug coverage. I have encoun-
tered in my time in public life many, many senior citizens who
were in a position where they were choosing between the neces-
sities of life and prescription drugs because they had no coverage
because Medicare did not have prescription drug coverage as a
base, and that is not the case now. There are thousands of people
in the State of Missouri who were paying thousands of dollars out
of pocket a few months ago who are not paying that anymore and
that is a huge plus for the program.

But we have a lot of issues that we have to deal with, also, and
many Senators have mentioned that. I am looking forward to hav-
ing the chance to ask you about that.
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I am concerned—it is funny, because as I was thinking about this
and where we were going to have difficulties, I thought the auto-
enrollment process would probably go pretty well because we al-
ready had those people on the computers and I thought we would
just be able to shift them over. We have had 14,000 Missourians
for whom the auto-enrollment process failed. I appreciate your as-
surances that the State is going to get reimbursed. I want to make
certain that that happens.

I also have concerns from a pharmacist’s point of view about how
this is working out. I have heard from a lot of pharmacists in that
respect, and also issues in getting information from the plans as
people try and make choices about what plan that they are going
to pick.

I appreciate the fact that you are here today and I am going to
desist from any further statement and just ask that my opening
statement be put in the record.

The CHAIRMAN. Without objection.

Senator Salazar.

OPENING STATEMENT OF SENATOR KEN SALAZAR

Senator SALAZAR. Mr. Chairman and Ranking Member Kohl, I
very much appreciate the work you do on this committee and I very
much look forward to working with you, since this is my first meet-
ing before this committee.

On the subject that we are dealing with here today, I know the
horror stories that we have heard all around the country. They are
no different at all in my State than some of the stories that have
been talked about here this morning already. In Colorado, we have
17 companies that are providing 42 plans to Medicare beneficiaries.
The implementation of the program has caused numerous people in
my State to come to me and to my other colleagues and to tell us
about the concerns that they have with the implementation of the
program.

In the first few days of the program, many of the pharmacies did
not have the correct information, and I saw and heard from people
who were trying to scrounge together money from friends and rel-
atives to try to pay for prescriptions. Some of them were able to
do it. Some of them, frankly, had to go without.

I don’t want to go over all the concerns that have already been
talked about by my colleagues, but there is one particular concern
that I do have that I want to reemphasize and that is the pay-
ments with respect to pharmacies that have been providing pre-
scription drugs on a promise that they are going to get reimbursed
by the government. In my native San Luis Valley, there are per-
haps one or two pharmacists in each of the six counties of my val-
ley. These pharmacists are often the center of health care for the
community and especially for the elderly. When they see the elder-
ly hurt, the pharmacists themselves hurt. I have heard from these
pharmacists who are paying the up-front costs of the CMS require-
ment that pharmacists must provide a 30-day supply of drugs to
dual-eligible beneficiaries and then to be paid back by the plan the
beneficiary is enrolled in. Placing the burden on these pharmacies
risks the livelihood of these small businesses. I urge CMS to ensure
that each of these pharmacists is paid quickly and accurately.
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Finally, I look forward to working on a bipartisan basis with the
members of this committee and the other members of the Senate
and Congress to try to make sure that we can take care of the
humongous problems that have been illustrated with respect to the
implementation of this program.

The CHAIRMAN. Thank you.

Senator Burns

Senator BURNS. I would ask that my full statement be put in the
record.

The CHAIRMAN. Without objection.

[The prepared statement of Senator Burns follows:]

PREPARED STATEMENT OF SENATOR BURNS

Today, as we discuss the implementation of the new Medicare drug benefit, I
think it is important to remember that this is an entirely new program—barely a
month old. Before it, drug coverage in the Medicare program was very limited. Sen-
iors whose employers did not provide drug coverage could get it only through what
was then known as Medicare+Choice, through Medigap policies, or worse, would
have to go without coverage at all.

With that in mind, I voted for the new benefit. As of mid-January, over 24 million
seniors have been enrolled—53,000 in Montana, with thousands more enrolling
every day. Millions of these Americans did not previously have any coverage, and
now they do. Of those who have enrolled, the vast majority are finding that the new
benefit covers the drugs they need and will save them money.

However, as we are all aware, the implementation has not gone smoothly in all
cases. I'm sure that what I am hearing from my constituents in Montana is no dif-
ferent from what my colleagues on this committee are hearing.

I think that every state has had difficulties encountered by low-income dual eligi-
bles. A number of states, as well as a number of pharmacies have stepped in to
cover the costs of providing these beneficiaries with needed medications.

Seniors are finding that the program is extremely confusing.

Some calls from pharmacies and seniors are put on hold for hours. Often this long
wait results in merely being given the opportunity to leave a message that is often
not returned.

Pharmacies, particularly small ones in rural parts of Montana, are extremely con-
cerned that reimbursement is too low. We cannot afford to have these small phar-
macies close in states like mine where beneficiaries often must travel great dis-
tances to get their drugs.

Finally, I am personally concerned about the limited efforts CMS is making to
reach out to rural and remote areas, most specifically on our Indian Reservations.

While many Native Americans were automatically enrolled at the beginning of the
year, many were not.

To date, I have heard of no efforts to reach out to Native Americans to explain
to them the importance of enrolling and assisting them with this process. In a state
the size of Montana, outreach to these remote areas is critical, and I am concerned
that CMS doesn’t fully understand how much territory we have to cover out there.

We have not had as much success as I would like to see in getting eligible tribal
members signed up for Medicare in general, and I worry that the problem is worse
on the Part D program.

The result, I fear, is that many on the reservations will miss the deadline.

I am very concerned about all of these problems, and my office has been helping
hundreds of Montanans get the help they need from CMS to get enrolled.

However, these problems do not mean that this is a bad program or that Congress
must initiate wholesale legislative changes. I am concerned that some have seized
upon these difficulties in a cynical attempt to score political points. We must not
do this! Those that have already labeled the program a failure are only discouraging
seniors, who many need the help, from enrolling or even investigating their options.
Far too much is at stake—people’s lives are at stake—and I am unwilling to play
politics with the lives and health of our seniors.

To begin making drastic changes now risks exacerbating problems that can and
currently are being fixed by CMS. Our focus now should be ensuring that all seniors
who want to be enrolled get enrolled by May 15th.
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OPENING STATEMENT OF SENATOR CONRAD BURNS

Senator BURNS. This doesn’t surprise me. This program is a
month old and we Americans are in this business that everything
has to be instant—tea, coffee, everything that we do—and we are
supposed to just go out there and have a new program, put it in
place, and all at once, it is perfect.

I would ask my colleagues that just throwing out a bunch of stuff
and try and help and get the program in place serves our purpose
and then we know what to fix. Right now, we don’t know what to
fix, but I would tell CMS this. Your first manual that went out on
this was a bureaucrat’s dream, but it was a nightmare to seniors.
You had to have a lawyer and an accountant there with you to
work your way through it. About a third of ours are signed up and
we have got until May 15, and I think we should dedicate our-
selves, both as elected representatives, to help put this program in
place because we have people now getting drugs that couldn’t get
them before.

Yes, there is a lot of confusion out there because sometimes some
folks live on confusion. I would just ask, let us all get together and
make it work and then we know what to fix. When we are as old
as 11 months it took to put Medicare in place, we might see some
holes and we might find that this program might be a pretty good
program, that it might be working. But like Americans, we want
everything instantly. We want it to just pop up and do this when
you have got a lot of folks out there that are dual-eligibles. There
has already been a commitment made to the pharmacists that they
be reimbursed on the dual-eligibles and what they have been hold-
ing in limbo. That commitment has already been made, I think,
and I think we should bring that to light here.

We continue to get a lot of calls. We continue to work with our
resource centers and our offices to answer as many questions as we
possibly can. But just to come out here and throw up your hands
and say it is not going to do it, that we are going to start changing
it now, is not the correct approach to this. We may find that every-
thing falls into place.

I voted for it and I know it is going to be costly, but I will tell
you, I have got people in Montana—we have just come back from
the National Prayer Breakfast and there Bono came up with a
great statement, and it applies to me in Montana in the same.
Where we live should not determine whether we live. So we have
some special needs in rural areas.

I would certainly advise everybody, let us make it work. Let us
find where the holes are. Then let us fix them, or let us make them
work on the ground. Thank you very much.

The CHAIRMAN. Thank you.

Senator Santorum.

OPENING STATEMENT OF SENATOR RICK SANTORUM

Senator SANTORUM. Thank you, Mr. Chairman, and I, too, appre-
ciate your willingness to hold this hearing and to get to the bottom
of some of the problems and concerns. I think we need to take a
step back and say that it is a good thing that we are here.

For almost two decades, we have been trying to get a prescrip-
tion drug program passed through numerous administrations,
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through numerous Congresses, and we were not able to do it. We
were not able to find compromise, and with compromise comes a
meshing of a whole bunch of different ideas of how to do things
best and often you don’t get the optimal solution. I think no one
who voted on the prescription drug bill that passed a couple of
years ago would have said that that was their optimal plan or this
was designed perfectly, from the Congress, I might add, but it was
the best we could accomplish given a very divided atmosphere here
in Washington, DC.

So it is somewhat remarkable to expect that something that is
the product of deep division, lots of haggling, lots of changes that
occurred throughout the legislative process, is going to result in a
perfect system that would be implemented without error. Those
who stand here and suggest that somehow or another that the
whole thing should be thrown out may have forgotten that it took
us 20 years to get the whole thing passed in the first place and
that just throwing it out would doom seniors, 24 million of whom
are signed up today and receiving benefits, to a situation where
they would be getting less care than they are today. So we should
not be so flippant in casting out babies with bathwaters when it
comes to a program that was hard fought to get accomplished in
the first place.

So while I commend the Chairman and suggest that there is
much to be done in improving this situation, the idea that we are
going to play, once again, politics with prescription drugs instead
of trying to get down to the hard work of trying to fix this system
and its implementation, I think is below the dignity of this com-
mittee.

I am happy that Dr. McClellan is here. As he knows, we have
had many conversations in the last few weeks about the situation
in Pennsylvania. I have spoken to Secretary Leavitt on more than
one occasion and have encouraged him and am still working with
him to have him come up to Pennsylvania.

But that does not mean that we need to start all over or throw
this program out. We need to continue to look at it, see if we can
implement it correctly, solve the problems that exist, make changes
if some are necessary here in the Congress that in all likelihood we
created in the design of the program, and then go about the process
of making sure that seniors get the kind of care that we have told
them that we are delivering to them.

I can tell you that in Pennsylvania—I have just gotten numbers
from the problems that exist in my State—for excessive cost-shar-
ing claims, we have about 250 people a day that have made claims
to the State to help on that regard and the State has paid out
about $100,000. For emergency supply claims, there is about 175
to 200 people per day that have cost the State so far about $55,000.
For super priority prior authorizations for dual-eligibles, we have
had 180 claims that have cost the Commonwealth $15,000.

Now, each one of these is a problem, but I would not suggest that
these numbers suggest that we should throw the program out and
start all over again when you are talking about tens of thousands,
if not hundreds of thousands, of people being served in the Com-
monwealth.
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So I would just suggest, Mr. Chairman, that we get down to busi-
ness in figuring out what the problems are, how we can fix them,
how we can improve them, and what Congress’ role in creating the
problems and what our role should be in trying to fix them.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Santorum.

We have on our first panel two witnesses. We are grateful, Dr.
McClellan and Ms. Linda McMahon, for your presence here. Dr.
McClellan is the administrator for CMS and Linda McMahon is
deputy commissioner of Operations at the Social Security Adminis-
tration.

To my colleagues, we will have 5-minute rounds of questions
afterwards, so Mark, take it away.

STATEMENT OF MARK B. MCCLELLAN, M.D., ADMINISTRATOR,
CENTERS FOR MEDICARE AND MEDICAID SERVICES, U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES, WASH-
INGTON, DC

Dr. McCLELLAN. Thank you, Mr. Chairman, Senator Kohl, all of
the members here who care so passionately about this program. I
appreciate the opportunity to give you a status report on the new
prescription drug coverage.

Currently, more than 24 million Americans are receiving help
through this program. This includes millions who previously had
no coverage, millions who now have better coverage than their
Medicare Advantage plans, more complete, more comprehensive,
and millions now getting real help keeping their retiree coverage
in place, coverage that has been going away over the past 20 years.
Drug plans are now filling millions of prescriptions each day. Every
day, tens of thousands of new beneficiaries are using their new
drug coverage to save money, to get peace of mind, and to stay
healthy, and because of competition, because of choice, this cov-
erage is costing much less than people expected, with premiums
one-third lower for beneficiaries than had been predicted as re-
cently as last summer.

A change this big in this short a period of time is bound to have
some problems and I am very concerned about anyone who has ex-
perienced problems in getting their medicines at the pharmacy
counter the first time they tried to use their coverage. In par-
ticular, some problems with data translation between Medicare and
the drug plans and States may potentially have affected—poten-
tially—a few hundred thousand of the six million people with Medi-
care and Medicaid, particularly those who switched plans late in
December. At the same time, some pharmacies have had difficulty
in using the support systems intended for those beneficiaries.

We make no excuses for these problems. They are important,
they are ours to solve, and we are finding and fixing them.

We have outlined some urgent actions that we are taking in a
1-month report that was just released by the Department of Health
and Human Services. This includes actions with our information
systems, the health plans, pharmacists, and States, all to help all
of our beneficiaries use their coverage smoothly.

On our systems, we built and tested each component and we are
working with the health plans and the States to continue improv-
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ing them. Prior to January 1, to insure that all duals that we knew
about were appropriately covered, we exchanged data files with the
States to compare our respective lists. The data matched at a rate
of more than 99 percent according to an outside review. To verify
that our enrollment information matched plan information, we
transmitted, again, files with dual-eligible and low-income subsidy
individuals to the plans on January 13, 18, and again on January
30. We are working to provide significantly faster responses to in-
formation submitted by plans on their new enrollees and the drug
plans are working with us to submit data in ways that can be proc-
essed successfully and quickly.

With the plans, we have set up specific checks to ensure that
they provide adequate formulary coverage of all needed medicines,
particularly those for specific disease populations, such as HIV-
AIDS and mental illness that have been a particular concern to
this committee. We developed specific procedures for timely excep-
tions and appeals. In using this procedures, a Medicare beneficiary
can get coverage for a drug not on a plan’s established formulary.

In addition, we required plans to have a transition policy for
dual-eligible individuals, as you all noted, to get a one-time supply
of their current medications while they determine whether a less
expensive, very similar medicine will work for them or if they need
to continue their current drugs. I have made it clear to the drug
plans that these transition policies must be followed and we will
take further enforcement actions, if necessary.

Many plans have extended their transition policy for the large
number of beneficiaries who started their coverage in January. To
help ensure a smooth transition for these beneficiaries, Medicare is
notifying plans that the transitional coverage period in effect now
will continue for 60 more days.

To help pharmacists identify what plan a beneficiary is in when
a beneficiary shows up without a card or other billing information,
we collaborated with pharmacists starting in 2004 to create an
electronic eligibility and enrollment checking system that operates
as part of the existing pharmacy computer systems. Response times
since January 2 have been less than 1 second and the number of
queries is decreasing steadily, because that means more individuals
have their cards or their billing information when they go to the
pharmacy.

I and my staff have visited pharmacies. We have seen firsthand
what they have done to help make sure even those beneficiaries
who have difficulty are getting the medicines they need, and we
have been very impressed with the tremendous work of the nation’s
pharmacists and we are listening to their ideas for improving the
program. That is one reason we just announced some new steps,
like supporting efforts by plan and pharmacy groups to implement
consistent and clear messaging systems in pharmacy billing, and
that is why we are paying close attention to customer service and
pharmacy service.

I am pleased that over the last few weeks, many plans have
made great strides in implementing effective pharmacy service
lines, and to ensure that they all do so, we are increasing our moni-
toring and reporting on plan help lines as a basis for further en-
forcement actions, if necessary.
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We have also worked closely with the States, beginning in 2004,
on automatic enrollment and on the low-income subsidy eligibility
application, the calculation of the State phase-down or claw-back
contributions, on training to assist beneficiaries, and on exchanging
information between Medicare and Medicaid. When pharmacies
were having difficulty filling prescriptions for certain dual-eligible
beneficiaries, as you all have noted, a number of States turned
their Medicaid systems back on to assist those individuals, and we
appreciate the help that States have provided to support phar-
macists serving these beneficiaries. We have put in place a pay-
ment program to reimburse States for the direct and administra-
tive costs that they incurred.

We are seeing that States that work closely with us, like the
State of Pennsylvania, on supporting pharmacists and using the
new Medicare systems and connecting people to their Medicare cov-
erage have been able to limit billing to the State systems to rel-
atively small amounts, often just a very small fraction of dually eli-
gible individuals, as they connect those people with their coverage.
We intend to work closely with all States to use these approaches
to complete the transition to Medicare coverage for the remaining
dually eligible beneficiaries.

I want to talk for a minute about the millions of beneficiaries
who are choosing to enroll in Medicare coverage and get new sav-
ings and protection available right now. It takes a little time to
process people through the eligibility and enrollment systems. After
you enroll, you will generally get an acknowledgement letter in a
week or so and then your drug plan 1.D. card in 3 to 5 weeks. That
acknowledgement letter and the card contain important informa-
tion that makes it easier for the pharmacist to help you use your
coverage the first time. So we are encouraging people who enroll
or change a plan to do so in enough time to get that information
into the system.

If you enroll before the 15th of the month, you should have the
information you need by the beginning of the next month when
your coverage starts. In those cases, we have seen over 90 percent
of individuals use their coverage for the first time without dif-
ficulty. People who sign up later will still get their medicines, but
they are more likely to spend extra time working through some de-
tails. As we continue to find and fix problems, we are seeing fewer
of these cases.

We are going to continue working around the clock to help every
Medicare beneficiary who enrolls to use their new coverage and we
are seeing that using the coverage means real savings. Now, for the
first time, we have independent budget estimates of the costs of the
drug coverage that are based on the actual experience with the
strong competition to provide coverage. Medicare’s drug benefit will
have significantly lower premiums and lower costs to Federal tax-
payers and States as a result of stronger than expected competition
with lower drug costs. Beneficiary premiums are now expected to
average $25 a month, down from the $37 projected in last July’s
budget estimates. Taxpayers will also save. State contributions for
a portion of the Medicare drug costs for beneficiaries who are in
both Medicare and Medicaid will be 25 percent lower over the next
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decade. All of these savings result from lower expected costs per
beneficiary.

I want to thank you for the opportunity to discuss this first im-
portant month of the Medicare prescription drug benefit. While we
are pleased that millions of Medicare prescriptions are being filled
every day, we are going to continue working around the clock all
over the country with all our partners to ensure every person with
Medicare can use their coverage smoothly, and I am happy to an-
swer any questions you all may have.

The CHAIRMAN. Thank you very much, Doctor.

[The prepared statement of Dr. McClellan follows:]
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Chairman Smith, Senator Kohl, distinguished members of the Committee, thank you for
inviting me to discuss the implementation of the new Medicare prescription drug benefit.
While millions of people with Medicare are now using their new drug coverage effectively, |
also want to focus on the work we are doing around the clock to make sure every beneficiary

gets the full benefit of their drug coverage.

New Medicare Prescription Drug Benefit Delivers Drugs and Savings to Millions
Prescription drugs are a critical component of 21% Century medicine, but until recently the
Medicare program had never included an outpatient prescription drug benefit. Now,
Medicare’s new prescription drug benefit provides seniors and people with disabilities with
comprehensive prescription drug coverage, the most significant improvement to senior health
care in 40 years. Millions of seniors and people with disabilities are already using this

benefit to save money, stay healthy, and gain peace of mind.

Since the new prescription drug benefit began January 1, 2006, enroliment is off to a strong
start. As of mid-January, nearly 24 million people with Medicare now have prescription drug
coverage and tens of thousands are enrolling every day. Pharmacists across the nation are
filling a million prescriptions each day for people with Medicare. Nationwide, pharmacists
are processing more than 40,000 Medicare prescriptions an hour during peak hours as
hundreds of thousands of people with Medicare are now getting help with their drug costs
each day. In the first 10 days, over three million prescriptions were dispensed to Medicare
beneficiaries in nursing homes. And pharmacists across the country are reporting to CMS
that people who did not have good coverage previously are now no longer struggling with
their drug costs. For example, one pharmacist told us how, for the first time, he didn’t have
to advise one of his patients with Medicaid about which prescription he couldn’t fill

completely because of the coverage limits.
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And many reports from people who are getting their drugs under the new prescription drug
benefit are very positive. One man wrote, “My drug bill went from $154.28 per month to
$34 for the same drugs. That is a 78% savings! 1 chose a program that had no deductible so
[ would not have to wait to spend $250. After paying the monthly fee of $39.50, my savings
per month is 52.7%. Tell me I didn't get a good deal...™

Enroliment Status Update

Figure 1 shows the significant increases in enroliment from about 15 million people with
drug coverage on December 21, 2005, just a week and a half prior to the onset of the
prescription drug benefit to 24 million on January 14, 2006, two weeks after the benefit

debuted.
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Figure 1: Enrollment in Medicare Prescription Drug Benefit, Medicare Advantage-

PDPs, and the Retiree Drug Subsidy.” **

| Wall Street Journal, January 11, 2006, http://online. wsj.com/article/SB 1 13684922094842048-
search.htmI?KEY WORDS=medicare& COLLECTION=wsjie/6month.

2 MA-PDP enroliments are under-reported as plans update CMS records concerning the movement of
beneficiaries from MA to MA-PD plans.

3 Retiree Drug Subsidy enroliment numbers between 12/27/05 and 1/8/06 are estimates.

4 Total enroliment does not include FEHB or TRICARE covered Medicare beneficiaries.
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In the last 30 days more than 2.6 million people have signed up for the new stand-alone
prescription drug coverage. This number is on top of the 1 million who enrolled in stand-
alone plans in the first 30 days of the initial enrollment period. An additional 4.5 million
individuals, including 600,000 people who qualify for Medicare and also for full benefits
under Medicaid, i.e., full benefit dual eligible individuals, are enrolled in a Medicare
Advantage plan. Overall, about 6.2 million full benefit dual eligible individuals, including
those enrolled in a Medicare Advantage plan, have transitioned to Medicare prescription drug
coverage. In addition, Medicare’s retiree drug subsidy will reimburse a portion of drug costs
incurred by at least 6.4 million retirees for 2006. Also, an estimated 1 million retirees are in
employer- or union-sponsored coverage that incorporates or supplements Medicare’s
coverage. Another estimated 500,000 retirees are continuing in other employer or union
coverage. An additional 3.1 million Medicare eligible retirees are receiving their coverage

through TRICARE for Life or a Federal Employee Health Benefit Plan.

CMS Works to Resolve Start-up Challenges

We are fully focused on resolving the difficulties that some beneficiaries have faced in using
their coverage initially, particularly a group of people with both Medicare and Medicaid.
Adding a benefit as significant as the new Medicare prescription drug program, involves
some start-up challenges. CMS recognizes the enormity of this transition and has been
working intensively for many months with partners in and out of government, including
States, plans, pharmacists, advocates, and other key partners to ensure the transition process
is as smooth as possible for people with Medicare and all of our partners. We have improved
our data system, particularly helping the dual eligible population, have strengthened our 1-

- 800-MEDICARE call centers, instructed plans on ways to better serve both beneficiaries and
pharmacists, and have dedicated greater CMS resources to addressing pharmacists’ needs and

enrollee concerns.

Despite these efforts, we are very concerned that some people with Medicare have had
difficulty in using their drug coverage for the first time. These problems generally do not
occur for people who enrolled far enough ahead of using their coverage to get their drug

benefit card, and many of these initial problems have been straightforward to resolve. For
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example, one woman stated on January 10, 2006 that she did not immediately receive her
plan card although her husband received his from the same plan after enrolling at the same
time. When she contacted the plan, the problem was quickly resolved. After getting her
prescriptions filled, she reported, *“I normally spend $538 for a three-month supply of my
drugs. But this time it cost only $278. And these weren't even generic drugs.”5 After people
use the system once, these initial problems that some beneficiaries have faced with using

their coverage generally do not recur.

We have been most concerned about helping beneficiaries who are eligible for Medicare and
Medicaid to use their new benefit. While the vast majority of the more than 6 million dual
eligible individuals have already begun to use their drug coverage, certain of these dual
eligible individuals have had initial difficulties. In particular, a fraction of a potential
universe of a few hundred thousand dual eligible beneficiaries who switched plans,
particularly near the end of the year, did not have complete information available on their
coverage with their new plan in early January. In addition, information transfers among
states, CMS, and plans did not occur perfectly for all beneficiaries. This group is an
extremely important population and CMS is committed to ensuring they receive their needed
prescription drugs. Many steps are now in place 1o ensure this happens. In addition some

states have taken steps to further support the CMS systems.

One major contributing factor to CMS” challenge is that the onset of the benefit affected
many millions of people with Medicare simultaneously at the beginning of January,
including millions of people who enrolled or switched plans near the end of December. In
addition, CMS worked with numerous partners leading up to the start of the drug benefit to
educate beneficiaries and their caregivers about the Medicare prescription drug benefit. We,
along with the plans, pharmacists, States, and hundreds of other partners, helped people
understand how to make decisions about their prescription drug coverage based on cost,

coverage and convenience.
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As a result of our successful outreach efforts, we experienced a substantial surge in
enroliment at the end of the year and many dual eligible individuals electing to change plans
close to December 31, 2005, As shown in Figure 2, both visitors to the prescription drug
plan on-line enrollment center and enroliments rose steadily throughout December and
peaked at the end of the month with over 100,000 enrollments on both December 29 and 30,

2005. CMS continues to see tens of thousands of new enrollments daily.

PDP On-Line Enroliment Center:
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Figure 2: Prescription Drug Plan On-Line Visitors and Enrollments®

With the initial implementation of the drug benefit, our start up challenges fall into several
key categories including new systems and data transactions issues, customer service,

pharmacy support, and State issues. We have worked closely with the plans and our other
partners to reconcile specific plan and enrollment information for dual eligible individuals

who did not have complete information available with their plan. We are reviewing systems;

6 Cyclical weekly low points are Saturdays and Sundays
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continuing pharmacist support, education and outreach; conducting casework around the
country; and helping dual eligible individuals and long-term care residents. CMS is
committed to making sure that every person with Medicare gets the medications he/she
needs. We are seeing improvements on a daily basis as more people with Medicare receive
their enroliment confirmations and their personal information is available in the database

systems, which allows them to easily fill their prescriptions.

CMS Plans for Implementation of Drug Coverage on January 1, 2006 for Individuals
Eligible for Both Medicare and Medicaid

After passage of the Medicare Prescription Drug, Improvement and Modernization Act
{MMA) in December 2003, CMS began planning for implementation of the Medicare
prescription drug benefit. It has been a process involving many steps and partners to get to
where we are today. A major focus of this preparation was to provide for the transition of
millions of dual eligible individuals who are required to get their prescription drugs through a
Medicare drug plan beginning January 1, 2006. Previously, state Medicaid programs

provided prescription drug coverage to the dual eligible population.

CMS Worked With States

Since both CMS and the States are responsible for administering benefits for the dual eligible
individuals, CMS is committed to working with States on an ongoing and collaborative basis.
Both CMS and the States are working to ensure the start up challenges for current dual
eligible individuals are addressed. This effort has required an unprecedented level of
collaboration between the States and Federal government. This work commenced in August
2004 through the State Issues Workgroup, which included representatives from State
Medicaid Agencies, the Social Security Administration, and CMS.

CMS also has worked with States through various workgroups to assure that States report
and CMS knows of every dual eligible beneficiary in the country undergoing this transition
from Medicaid to Medicare drug coverage. In addition the CMS and State workgroups

collaborated to
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» develop an efficient and effective low-income application process for individuals who
are not dual eligible;

e train, educate, and conduct outreach in a coordinated fashion;

» assure a successful process is in place to auto-enroll every dual eligible beneficiary
who does not join a Medicare prescription drug plan on his or her own;

» develop strategies for transitioning dual eligible individuals from Medicaid to
Medicare while also assuring coordination of care; and

» assure that the calculation of the phase down State contribution is accurate.

In addition to the ongoing efforts of the State Issues Workgroup, CMS engaged the States in
a series of summits, conference calls, and workshops to discuss and address implementation
issues associated with the MMA. These gatherings include monthly all-State conference
calls; State Pharmacy Assistance Program (SPAP) Workgroup conference calls; and
conferences hosted by organizations representing the States including the National Governors
Association, National Conference of State Legislatures, and Council of State Governments.
In addition, CMS provided States with:
o enroliment information for full-benefit dual eligible individuals including their
assigned plans;
e comparative information on the specific Medicare prescription drug plans including
formularies and pharmacy networks that are serving each state; and

» targeted educational and outreach materials.

Finally, CMS has worked diligently with States to ensure that they appropriately identify
their full benefit dual eligible individuals. CMS validated the information that States
reported to minimize reporting errors, mistakes, and omissions that may affect the
identification of the States’ dual eligible residents. These validation data matches showed
match rates of over 99% for all States, according to an independent evaluation completed in

the fall of 2005.
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CMS Automatically Enrolled Dual Eligible Individuals into Plans

To ensure that there was no lapse in prescription drug coverage for full benefit dual eligible
individuals, CMS worked diligently to make sure they were enrolled in a Medicare
prescription drug plan before January 1, 2006. In November 20085, any individual who was a
dual eligible for even one month, beginning in March 2005, was automatically enrolled in a
plan. CMS understood that the dual eligible population is typically the hardest to reach and
preparation was necessary. To that end, CMS sent letters in May to all dual eligible
individuals to inform them of their upcoming auto-enrollment into a prescription drug plan.
Then, in the fall, CMS sent these individuals a letter that informed them of their new plan
and the option to choose another plan if they were not satisfied with the auto assignment. In
addition to the letters, individuals can call 1-800-MEDICARE to find out the plan in which

they have been auto-enrolled.

Also, while other individuals generally have the opportunity to change plans only at the end
of the calendar year, dual eligible individuals have the opportunity to change plans at any
time. This flexibility ensures continuity of care when Medicaid prescription drug coverage

ends, while also allowing them to select a plan that best meets their needs.

CMS also has worked with States to identify and auto-enroll individuals who are about to
become fuil-benefit dual eligible prior to the end of their Medicaid drug coverage to ensure a
seamless transition on an on-going basis. This includes those Medicaid individuals who will
age into Medicare or who will reach the end of the 24-month Medicare disability waiting

period.

CMS Developed New and Enhanced Information Technology Systems for the Prescription
Drug Benefit

Information technology (IT) systems played a crucial role in ensuring the prescription drug
benefit could be implemented January 1, 2006. Planning for the information technology to
support the implementation of the Medicare prescription drug benefit began in 2004 with
CMS identifying the key functions affected by the new law and beginning development of a

large-scale, integrated computer system. CMS ensured that more than one dozen critical
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systems development efforts were implemented in time to meet MMA-legislated deadlines.
In conjunction with its business partners, CMS developed innovative solutions and leveraged
existing business and systems relationships, such as using the existing pharmacy transaction
processing network, to assist with the coordination of the various prescription drug benefit

plans covering people with Medicare.

Staff created and modified a variety of complex, integrated systems that currently interact
with the private and public sectors to implement the new benefits. These IT systems support
the key critical business processes that CMS uses to manage the Medicare Advantage and
prescription drug benefit programs. The integrated system provides CMS with the ability,
among other things, to enroll people with Medicare into prescription drug plans, make
payments to plans, and ensure that beneficiaries receive their drug coverage. The integrated
information technology system also allows CMS to pay the Retiree Drug Subsidy to
approved plan sponsors and track True-Out-of-Pocket Expenses (TrOOP) for people with
Medicare. In addition, the updated systems ensure the correct premium amount is either paid
directly to the plan or provided to the Social Security Administration to withhold from a
beneficiary’s Social Security check. Through contracts with telecommunications
clearinghouses that currently service the majority of retail pharmacies, the pharmacies will be
able to perform real-time eligibility determinations and will be able to route claims to
primary, and if applicable, secondary plans for proper adjudication to accurately coordinate
benefits. The new and modified systems also were designed to ensure only authorized

individuals have access to Medicare information.

CMS worked closely with industry experts to implement nine system modules.
Implementation included application development and integration efforts, system
engineering activities, and validation and testing. In order to meet the deadlines, CMS
worked creatively and collaboratively to compress what would ordinarily be an 18 to 24~
month systems development process. CMS ensured that the necessary computer and network

capacity and capabilities were in place as the CMS IT applications came online.
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These enhancements included
o providing capabilities for more than 400 new CMS business partners to connect to
CMS systems over the Internet,
e providing advanced technofogy for secure file transfers, and

e implementing a new user id/password management system.

CMS implemented backup and parallel support systems to minimize any vulnerabilities, and
also oversaw the implementation of a secure, Internet-based computing environment in the
CMS data center. Ifthese systems had not come online on schedule, CMS would not be able
to enroll beneficiaries or pay the health plans that are administering the new benefit. CMS
set new standards for documenting requirements, program management, managing change,
testing systems, and documenting and ensuring that system development life cycle reviews

were undertaken.

Extensive Plan Formulary Requirements Provide Access to Needed Prescription Drugs
CMS developed a set of checks and oversight activities to ensure that prescription drug plans
offer a comprehensive benefit that reflects best practices in the pharmacy industry, as well as
current treatment standards. Plan formularies must recognize the special needs of particular
types of people with Medicare, such as individuals with mental health issues, individuals
with HIV/AIDS, individuals living in nursing homes, people with disabilities, and others who
are stabilized on certain drug regimens. CMS has reviewed plan formularies and benefit
structures to verify that they are in compliance with the following critical requirements. A
plan’s formulary must cover multiple drugs in each class with a minimum statutory
requirement of at least two drugs in each approved category and class (unless only one drug
is available for a particular category or class). Furthermore, CMS requires that each plan’s
formulary include all or substantially all drugs in each of the following key categories:
antidepressants, antipsychotics, anticonvulsants, anticancer drugs, immunosuppressants, and

antiretrovirals for treating HIV/AIDS.

In addition, each Medicare prescription drug plan’s formulary was developed and reviewed

by the plan’s pharmacy and therapeutics committee. Each formulary must be consistent with
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widely used industry best practices. Furthermore, CMS compared the prescription drug
plans’ use of benefit management tools to the way these tools are used in existing drug plans
to ensure they are being applied in a clinically appropriate fashion. Prescription drug plan

formularies typically include upwards of 80 percent of the 100 most commonly used drugs.

CMS has developed exceptions procedures designed to ensure that enrollees receive prompt
decisions regarding whether medications are medically necessary. For exampile, if the
enrollee is requesting coverage of a non-formulary drug, the drug may be covered if the
prescribing physician determines that all of the drugs on the formulary would not be as
effective as the non-formulary drug or would have adverse effects for the enrollee, or both.
The plan would have to review the physician’s determination and must make its decision as
expeditiously as the enrollee’s health condition requires after it receives the request, but no
later than 24 hours for an expedited coverage determination or 72 hours for a standard

coverage determination.

CMS Required Plans 1o Have a Transition Process for Dual Eligible Individuals

CMS required each Medicare prescription drug plan to establish an appropriate transition
plan for all new enrollees with Medicaid. All of the transition plans now include a minimum
30-day one-time fill of any prescription drug excluded from the plan’s formulary in order to
accommodate situations in which a non-formulary prescription has previously been filled at a
participating pharmacy. Each transition plan identifies the plan sponsor’s method of
educating both people with Medicare and providers to ensure a safe and complete
accommodation of an individual’s medical needs with the plan’s formulary. Additionally,
CMS recommends that transition plans address unanticipated enrollee transitions when

individuals need to change treatment settings due to a change in their level of care.

CMS Worked With Plans to Ensure a Smooth Transition in Long Term Care Facilities
CMS is committed to ensuring that people with Medicare in long-term care (LTC) facilities
continue to receive the medications and pharmacy services they need under the new

Medicare prescription drug coverage without interruption,
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There are 1.6 million people with Medicare who are residents in 15,800 nursing homes
throughout the nation. The majority of nursing home residents are dual eligible individuals.
Almost half of all nursing home residents have some or all of their stays covered under
Medicare Part A. Individuals in LTC facilities represent a unique and vulnerable population
because they have cognitive and/or functional impairments. This population typically has
multiple co-morbidities, the highest utilization of drugs, with an average of nine medications
per day, and the highest spending for prescription drugs compared to other people with

Medicare.

In March 2005, CMS issued guidance for the implementation of CMS requirements
regarding pharmacies that provide products and services to individuals in LTC facilities.
This guidance addressed pharmacy performance and service criteria, convenient access
standards, formulary considerations, and other beneficiary protections that prescription drug
plans should consider as they develop their prescription drug benefit offerings for people
with Medicare in LTC facilities.

Auto-enrollment of Individuals in LTC

Cognitively impaired individuals represent a particularly difficult group to educate about
their enroliment options. Much of this population, specifically dual eligible individuals, was
auto-enrolled into the new prescription drug benefit. CMS encouraged nursing homes to
determine into which plans their residents were auto-enrolled prior to January 1, 2006, As
part of this initiative, CMS established dedicated call lines and overnight mail options to
allow nursing homes to fax and mail beneficiary information to CMS customer service
representatives (CSRs). This strategy enabled CMS to help nursing homes identify the plans
for more than 500,000 residents. Pharmacists used the electronic eligibility vand enroliment
verification (E1) system to identify the remainder. By notifying plans that their enrollees
reside in nursing homes, CMS is ensuring nursing home residents have access to Medicare

drug coverage for no premiums and no copays.



32

Performance and Service Criteria for Pharmacies Providing 1. TC Service

To address the unique and diverse needs of people with Medicare in LTC, CMS developed
minimum performance and service criteria for pharmacies providing LTC service, based on
widely used best practices in the market today and with input from external stakeholders.
These criteria address:

o Comprehensive inventory and inventory capacity

e Pharmacy operations and prescription orders

e Special packaging of medicines

* 1V medications

e Compounding and alternative forms of drug composition

»  Pharmacist on-call service

+ Delivery service

* Emergency boxes

s Emergency log books

+ Miscellaneous reports, forms and prescription ordering supplies

For example, network LTC pharmacies (NLTCPs) must have the capacity to provide specific
drugs in unit of use packaging, bingo cards, cassettes, unit dose or other special packaging
commonly required by LTC facilities. NLTCPs must have access to or arrangements with a
vendor to furnish supplies and equipment including but not limited to labels, auxiliary labels,
and packing machines for furnishing drugs in such special packaging required by the LTC
setting. Additionally, NLTCPs must provide on-call, 24 hour a day, 7 day a week service
with a qualified pharmacist available for handling calls after hours and must have medication
dispensing capability available for emergencies, holidays and after hours of normal

operations.

Prescription Drug Plan Formularies for LTC residents

In the long term care setting, the Medicare prescription drug plan formularies are in general
more robust than State preferred drug lists or commercial formularies. Plans must
accommodate within a single formulary structure the needs of long term care residents by

providing coverage for all medically necessary medications at all levels of care. Coverage of
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all medically necessary medications may include, but is not limited to, alternative dosage
forms such as liquids that can be administered through feeding tubes, intravenous

medications, or intramuscular injections.

CMS recommended nursing homes include a 90 to 180 day transition period. The vast
majority of plans are providing 90 day transition periods with many offering the option of
extending to180 days. However, the LTC emergency first fill policy is unique to this setting
and continues throughout the entire year for any off-formulary prescription written. In
addition, plans are required to cover drugs as written during the 7 to 14 days allowed for

initial exceptions and appeals process.

CMS Provides Education Regarding L. TC Pharmacy Requirements

Prior to the implementation of the Medicare prescription drug benefit, CMS conducted
extensive outreach and education to ensure LTC facilities, pharmacies and other stakeholders
were informed about requirements for delivering services under the benefit. CMS
established a working group consisting of representatives from the American Health Care
Association, American Association of Homes and Services for the Aging, American Medical
Directors Association, the Alliance for Quality Nursing Home Care, Long Term Care
Pharmacy Alliance, National Center for Assisted Living, Assisted Living Federation of
America, National Association of State Mental Health Program Directors, and the National
Association of State Directors of Developmental Disabilities Services that assisted CMS over

an eight month period in 2005.

CMS also provided and continues to provide instruction through trade association
newsletters, fiscal intermediary newsletters and conferences. In addition, CMS developed
electronic messages that are shown to facilities each time they enter data on the Minimum
Data Set (MDS) - part of the federally mandated process that provides a comprehensive
clinical assessment of all residents in Medicare and Medicaid certified nursing homes.
Education included, for example, a three pronged approach for ensuring that nursing home
residents who spend down the Medicare simultaneously apply for Medicaid and the low

income subsidy and enroll in a PDP to maximize their prescription drug benefits. This
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outreach also included numerous Open Door Forums, in which all stakeholders were invited
to participate so CMS could share the outcomes of critical policy and procedural decisions

and to solicit feedback on areas of concern.

CMS Educated and Coordinated Outreach Efforts for Pharmacies

Partnerships: CMS worked extensively with pharmacy industry leaders to educate and
motivate the pharmacist community about the new Medicare prescription drug benefit.
Specifically, we partnered with chain and independent pharmacies in an education and
outreach program for the low-income subsidy, which reached over 30,000 stores. CMS
participated in 24 town hall events hosted by the National Community Pharmacists
Association (NCPA). These events provided a prescription drug benefit overview to
independent pharmacists and a question and answer session following each event. In total,

over 6,500 pharmacists participated in this program.

Direct Communications: CMS made extensive efforts to directly reach pharmacists in

preparation for January 1, 2006. CMS created the Medicare Rx Update as a periodic update
to pharmacists to ensure they are well informed about the details of the Medicare prescription
drug benefit implementation. CMS distributed the Rx Updates through the internet to
directly reach practicing pharmacists with highlights and clarifications about implementation
issues. Since its inception in May 2005, CMS has sent 25 Rx Updates to the pharmacy
community addressing topics including the pharmacists” role with the low income subsidy,
marketing guidelines, the prescription drug plan compare tool, and the true-out-of-pocket
(TrOOP) facilitator. With thousands of subscribers and because State and national
organizations distribute the Update as well, these bulletins have gone a long way toward

educating the pharmacy community about the procedures related to the new benefit.

CMS also created and maintains a website (http://www.cms.hhs.gov/Pharmacy/) specifically

for pharmacists. In addition to the Medicare Rx Updates, the pharmacist website contains
informative prescription drug benefit guidance, links to training materials, information for

special practice pharmacies, and more.
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CMS” pharmacist outreach team, which includes our regional pharmacists, has conducted the
most targeted personal outreach. CMS' central office pharmacy team, which includes 21
pharmacists, as well as the pharmacists and staff from CMS' 10 regional offices, have
traveled the country educating pharmacists in all practice settings about the new benefit. The
pharmacists have presented at hundreds of events and gatherings reaching tens of thousands

of pharmacists.

Furthermore, CMS created a forum known as the Pharmacy Information Exchange, a
periodic open phone town hall style meeting. Hundreds of pharmacists attended calls hosted
by CMS' pharmacists. These calls have enabled CMS to present on hot topics, answer many
questions and identify new issues from the community. Finally, CMS has developed two
pharmacist-specific continuing education programs that were distributed through the on-line
arm of Drug Topics, the magazine dedicated to the profession of pharmacy, and through

Kansas University, respectively.

Plans to Address Pharmacy Operational Issues: Finally, as January 1, 2006 approached,

CMS finalized a comprehensive plan for further pharmacist training, including materials
targeted to explain technical details of the TrOOP facilitation process, Medicare Part B
versus Part D coverage, out-of-network policies for Hurricane Katrina evacuees, the point-of-
sale facilitated enrollment process for dual eligible individuals, and more. CMS is working
directly with a wide range of pharmacy organizations, identifying operationa! questions for
pharmacists and developing dynamic action plans on how to anticipate problems and, to the
extent that we can, address them in advance. In preparation for the first days of the benefit,
CMS engaged the pharmacy community in a virtual "war room" so that the Agency conld
work directly with the industry to provide direct assistance for any issues that arose in the

early days of implementation.

CMS Worked With Physicians

An important part of CMS” outreach and education effort included the physician community.
Throughout 2005, CMS medical officers spoke to 24 physician specialty groups about the
new Medicare prescription drug benefit, transition policies and formulary exceptions and

appeals. CMS has held weekly telephone question and answer calls for physicians, other
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prescribers, and their office staff in anticipation of the new drug benefit. The first call had
1,300 callers and is averaging about 500 callers a week now. CMS has had a similar call for
mental health providers and a call focused specifically on distinguishing between coverage
for Part B and Part D prescription drugs. In addition, CMS participates in the AMA
workgroup, which has been meeting since November to discuss physician issues and suggest

improvements and refinements.

Point-of-Sale System Facilitates Envollment

CMS is making its best effort to identify and auto-enroll dual eligible individuals prior to the
effective date of their Medicare Part D prescription drug coverage eligibility. However, it is
possible that some individuals may go to pharmacies before they have been auto-enroiled in a
prescription drug plan. For this reason, in anticipation of the shift from the Medicaid to the
Medicare program of dual eligible individuals’ drug benefits, CMS has developed a process
for a point-of-sale interaction to ensure these individuals experience no gap in coverage.
CMS contracted with WellPoint, a national prescription drug plan to provide prescriptions
and enroliment at the pharmacy point-of-sale (POS). The relationship with WellPoint is
specifically designed to ensure that pharmacists can fill prescriptions and bill WellPoint for
full benefit dual eligible individuals who had not been previously enrolled in a new Medicare

prescription drug plan.

Beneficiaries, who present at a pharmacy with evidence of both Medicaid and Medicare
eligibility, but without current enrollment in a prescription drug plan, can leave the pharmacy
with a filled prescription and the claim for their medication submitted to a single account for
payment. A CMS contractor will immediately follow up to validate eligibility and facilitate
enrollment of the full-benefit dual eligible individual into a prescription drug plan. As of
early January, over 10,000 dual eligible individuals have received their prescriptions through
the Wellpoint point-of-sale system. Many of the individuals who received prescriptions

through Wellpoint are members of others plans.

CMS has provided information on the WellPoint system to pharmacy associations, plans, and

individual pharmacies. This information describes how the process of POS-facilitated
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enroliment starts at the pharmacy with the pharmacist verifying dual eligibility and billing a
special Wellpoint account in order to ensure that the individual with Medicare receives the

prescription.

CMS Takes Action to Ensure Timely Receipt of Prescription Drugs after Start of
Benefit

Despite the best efforts of everyone involved in the new program, there is a group that
potentially included a few hundred thousand dually eligible individuals who had difficulty
when they initially used their drug coverage. These individuals were described previously.
In addition, CMS has taken steps to address other issues that have arisen with the

implementation of the drug benefit.

CMS Works to Ensures Emergency Fills for Dual Eligible Individuals

CMS is working to ensure that dual eligible individuals who need emergency fills of their
prescriptions receive them in a timely fashion. If any dual eligible individual needs
prescriptions immediately, and other mechanisms have not worked, CMS can help them get
the medicines they need. Many pharmacies are filling prescriptions for dual eligible
individuals that present at the pharmacy counter when enroliment and billing information
cannot be confirmed. If the individual is in an urgent situation, he or she should call 1-800-
MEDICARE (1-800-633-4227) or the pharmacist can call the pharmacy helpline and tell the
CMS customer service representative that a person with Medicare has an urgent situation.
As described below, CMS casework staff will be alerted and help the person obtain his/her

medication.

CMS Educates People with Medicare About the Timing of Selecting a Plan

CMS has informed people with Medicare about the need to allow some time between the
date of enrotlment and when they first attempt to fill a preseription. This provides CMS and
the plans with enough time to see to it that the data systems are accurately updated in order to
properly handie the filling of a prescription. Such is generally the case anytime someone
enrolls in a new health insurance plan or makes changes to it, and we want people with

Medicare to be aware of this situation.
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Generally, if an individual newly enrolls in a plan, or switches to a different plan by the 15"
of the month, their information should be available at the pharmacy by the beginning of the
next month. So we have begun encouraging people with Medicare to enroll at least a few
weeks before they expect to need to use their drug coverage, and to be prepared to wait

several weeks to be fully entered into the system.

We are developing model language for plans to use to inform their enrollees of these facts,
and will also provide those who enroll through our 1-800-MEDICARE call centers and our
internet-based Plan Finder tool with a similar notice. Enrollees will also be informed that
while waiting for the data systems to be appropriately modified, they may, if need be, use the
acknowledgement letter sent to them by the plan when they go to the pharmacy to fill their

prescriptions.

CMS Supports Ongoing Success of IT Systems
To continually improve the 1T systems and CMS services to the beneficiaries, plans, and
pharmacies, CMS continues to work closely with the plans via system-level conference calls
that occur three times a week, in addition to the twice-daily production calls that synchronize
the complex operations of all systems. Also, the Agency pulled together critical resources to:
o evaluate the performance of systems,
o identify issues with the plans and pharmacies, and

* develop and implement corrective actions.

Based on these evaluations, CMS has identified, in priority order, key performance and
operations issues. The resolution and implementation of the solutions is underway.

CMS has taken steps to ensure plans have the means to cross-check CMS data with plan data
for improved accuracy and completeness to ensure that dual eligible individuals can be
appropriately identified when they present at the pharmacy counter. On January 12, 2006
and again on January 18, 2006, CMS sent files to each plan with information about its dual
eligible enrollees along with instructions on how to process these files. As these data are

processed by plans, this process is substantially reducing the workload of the pharmacists and
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assisting the vast majority of dual eligible individuals in getting their drugs. Providing this
information enables pharmacists to identify plans in which dual eligible individuals are
enrolled and ensure that correct and appropriate co-payments are charged to the individual
with Medicare. Furthermore, on January 30, 2006, CMS sent an additional file of low
income subsidy eligible individuals, this time using an enrollment effective date of February
1, 2006. This file should provide an additional source of information for many of the plan
changes that have taken place in the past couple of weeks and help plans prepare for

enrollments that are effective beginning in February.

CMS also has been working with specific plans to resolve their unique issues surrounding
sending and receiving data files from CMS. As a result of these efforts, dual eligible
beneficiaries who had been having difficulty with correct co-payments and eligibility are

now getting their prescriptions filled correctly.

To ensure CMS” performance evaluation system and corrective actions are effective, CMS
contracted with Electronic Data Systems (EDS) as an independent reviewer to help resolve

specific data translation issues with the plans, States, and pharmacies.

CMS Improves 1-800 MEDICARE Call Center to Reduce Wait Times

CMS’ 1-800 MEDICARE Call Center has customer service representatives (CSRs) available
to answer Medicare questions 24 hours a day, seven days a week. As shown in Figure 3, call
volume to 1-800-MEDICARE peaked around 400,000 calls when enroliment began on

November 15, 2005 and again in early to mid-January.
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Figure 3: Call Volume to 1-800-Medicare

On average, callers have experienced wait times of less than two minutes from mid-

November to mid-January, with longer waits sometimes occurring during peak call periods.

CMS has increased the number of CSRs from 3,000 in June of 2004 to as many as 7,800 to
handle beneficiary calls. We have also acquired additional infrastructure including telephone
lines, workstations, and seats at call center sites. We have upgraded our CSR scripts by
reducing redundant information, indexing scripts for quick access, and including probing

questions to help the CSRs better identify the caller’s concerns.

CMS has implemented a major enhancement through the use of Smart Scripts, which provide
the CSRs with an easily followed path of responses to the most frequently asked questions,
Smart Scripts are a new type of script that have hyperlinks built into the body of the text that
when activated will take the CSR directly to related information about that subject. In
addition, we have CSRs participate in the content workgroups for the actual development of
scripts and job aides. CMS also has implemented a CSR feedback system and streamlined
our approval process for updating the scripts in a timely manner to respond to the changing

needs of our customers or to incorporate policy updates.
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CMS hired and trained additional staff to exclusively use the Prescription Drug Plan Finder
(PDP) tool to handle only PDP calls. All CSRs receive one week of classroom training
followed by two or three additional days of practice calls, simulation, quality monitoring and
follow-up coaching to ensure peak performance. CSR certification with a written
examination and test calls is required prior to taking live calls. Calls are being handled on an
in-bound basis and steps CMS has taken to strengthen the call centers’ capabilities and

reduce wait times have made it possible to address beneficiaries’ concerns as they arise.

Customer satisfaction surveys indicate that the bulk of callers who interact with our CSRs, 84
percent, are satisfied with their experience. They are particularly pleased with how courteous
and patient the CSRs are (rated at 97 and 95 percent, respectively). These responses came

not only from people with Medicare, but also friends or relatives calling on their behalf, who

made up 48 percent of callers during December, 2003.

CMS’® Medicare website, www.medicare.gov, has also been a source of useful information
for people with Medicare. Since the first of the year, our frequently asked questions have
been accessed more than 530,000 times. CMS has also responded to over 5,300 e-mails
received through the site, with 93 percent of them being resolved satisfactorily in the first

response.

CMS Works with Plans to Improve Their Customer Service

In addition to this significant strengthening of our 1-800-MEDICARE capabilities, we have
issued guidance to the plans, instructing them to increase the numbers of CSRs in their own
call centers and improve their abilities to immediately resolve enrollee concerns. Plans have

responded and reported significant increases in the number of CSRs in their call centers.

We have also informed plans that they must comply with their transition policies so that
enrollees who require a specific medications are able to obtain coverage for a one-time
supply of those drugs, while they work with their physician and plan to select a new drug in

the same therapeutic class, or appeal for coverage of their existing prescription. Further,
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plans have been required to inform their CSRs about their transition policies and empower

them to permit a pharmacy to dispense these drugs.

CMS Takes Steps to Identify Areas of Concern

To address the need to capture and track complaints, CMS developed the Complaints
Tracking Module (CTM). The CTM is a central repository for complaints that come in to
CMS” Central Office, and ten Regional offices and the Medicare Rx Integrity Contractors
through 1-800-MEDICARE or CMS directly. The CTM is designed to capture complaints
from benéﬁciaries, providers, or plans about prescription drug plans, pharmacies,
subcontractors, and providers. Because it is a web-enabled system, CTM can be accessed
from off-site locations. This allows for regional and off-site staff to quickly enter
information into the system. Since complaints may need to be escalated or referred across
components, referral capabilities exist for this type of transfer. This provides for an efficient
exchange of information, which allows for a quicker resolution and accountability, as each

complaint is assigned to only one individual at a time.

CMS began development of the CTM in the Fall of 2005 and refined the system in response
to input from various stakeholders. The design of CTM format and content were driven from
previous experience with the Drug Card, intra-agency components, and insights from the
Pharmacy Benefit Management (PBM) Industry. CMS launched the CTM into production
on October 3, 2005. Since this time, the CTM has been fully tested to accept large numbers
of daily transactions simultaneously from many users across the Agency. CMS began
tracking complaints in January and although this process is still in the early stages, we have

seen a general decline in complaints.

CMS Provides Caseworkers for One-on-One Counseling
While millions of prescriptions are being filled for people with Medicare, CMS is very
concerned about those individuals who are encountering difficulties at the pharmacy counter.

This is certainly distressing for those individuals and their caregivers.
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CMS has established a system to help resolve urgent issues on a case-by-case basis. CMS
has hundreds of trained caseworkers who are working as rapidly as possible with individuals
with Medicare and plans to resolve urgent issues to help ensure that people with Medicare
get their prescriptions filled. CMS urges people with Medicare or their family members who
are having difficulties to call 1-800-MEDICARE, and if necessary, their case will be

forwarded to our caseworkers. Urgent cases have high priority for rapid solution.

While the number of individual cases is small in comparison to the millions of prescriptions
and individuals who are successfully receiving their prescriptions, CMS is committed to
ensuring that every individual receives their needed medicines, are properly identified, and

are charged the appropriate co-pays in the future.

CMS Provides Dedicated Support to Pharmacists

CMS has provided a number of ways for pharmacists to obtain help in filling prescriptions
for plan enrollees. If the enrollee does not have a card, pharmacists can use our eligibility
system (the E1 system) to obtain information needed to fill the prescription. Pharmacists can
also call plans directly, on lines dedicated for pharmacists. They can contact Medicare's own
CSRs if need be, and CMS also has specially trained case workers in our regional offices

who can intervene in special cases to make sure that enrollees get the medications they need.

CMS has significantly increased the capacity of the toll-free pharmacy support phone lines to
help resolve issues pharmacists encounter in dispensing medications to those newly enrolled
in the Medicare prescription drug plans. CMS has increased its call handling capacity at the
pharmacist help line 30 fold and the line is now available 24 hours a day. We have increased
the CSR staffing to support this initiative from 150 CSRs to about 4,500. The increased
capacity has reduced the wait time to less than a minute for pharmacists who want to use this

mode of communication for eligibility and enrollment determination.
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CMS Responds to Early Technical Problems with the Eligibility and Envollment Query
System for Pharmacists

During the first week of the Medicare prescription drug program, CMS experienced some
delays in response time with the new computer tool provided to pharmacists for real time
enroliment and eligibility look-up. Working with our contractor, CMS has improved
response time to less than one second with no delays. CMS continues to ioad data into this
system from information obtained on individuals’ recent enrotlment or plan switching
activity, which will help pharmacists obtain complete enrollment and billing information on
more individuals when they use the E1 system at the pharmacy counter. As shown in Figure
4, CMS is seeing an overall decline in the number of times pharmacists must utilize the El
system from a high of 1.47 million to about a half million in recent days. This reflects a
more efficient and effective use of the system after CMS issued a tip sheet in early January
on how best to use the system. In addition, more individuals have received appropriate plan

identification information, so the need for the E1 system has declined.

Total Inquiries to E1 Eligibility System
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Figure 4: Total Inquiries to E1 Eligibility System

In addition, pharmacists are reporting that they are experiencing improvements in their
ability to query and obtain information from the E1 eligibility transaction system. One

pharmacist noted on January 11, 2006, “I wanted to take the opportunity to tell you that our
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434 pharmacies have found the (E1) system very helpful and we have seen the system's

“integrity’ improve significantly from January 2, 2006 to today.”’

CMS Addresses Issues Between Plans and Pharmacies

In addition, CMS and the Medicare health plans are working to address a number of issues
that will improve the efficiency of the process at the pharmacy counter and assure that all
people with Medicare get the medications they need. Among the steps CMS has facilitated
are: a) increasing the capacity of plan help lines; b) providing direct plan-to-pharmacist
technical support; and ¢) streamlining the data submission and reporting procedures from
plans to CMS. Additionally, on January 6, 2006, CMS sent a second letter to plans on
enforcement of their own transition plans by educating their customer service representatives
(CSRs) and ensuring that their data systems have the appropriate information to implement
their transition plans. CMS sent two additional letters to the plans on January 13, 2006
providing further clarification on formulary transition policies and expedited processes on
cost sharing for dual eligible individuals. Specifically, CMS required plans to make override
information readily available to pharmacists, which will allow the correct co-payment to be
charged. Should the plans’ pharmacist assistance line be inaccessible, CMS can provide
assistance through Medicare’s 1-866 designated pharmacist help-line. CMS also specified
that steps have been taken to ensure that pharmacists can override inappropriate claim
denials. For example, plans must have expedited procedures for pharmacists to obtain
authorization to override any improper claim denial, in accordance with their transition
policy, in case a beneficiary’s prescribed medications are not on the plan’s formulary. In alf
of these areas, health plans had already responded by taking these and other steps to assist

beneficiaries. The CMS actions help ensure that all plans provide effective service.

CMS also has regular one-on-one calls with the plans to identify issues and solutions. CMS
is in constant communication with the plans pertaining to issues as they arise, and the
Agency has developed a collaborative process whereby CMS organizes calls with plans and

their pharmacists to resolve problems as quickly as possible.

7 Winn-Dixie Pharmacist email January 11, 2006
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CMS Continues Extensive Quireach to Pharmacists

Since implementation of the benefit, CMS has continued its extensive outreach to
pharmacists. We have continued discussions with pharmacy organizations both centrally and
regionally, as well as our direct contact with both independent and chain pharmacies.
Additionally, CMS hosted a technical support teleconference for pharmacists across the
country January 5, 2006 and also hosted a national open door forum for pharmacists January
10, 2006 to answer questions. The first was to directly address the point of sale enrollment
process. The second call addressed many implementation issues and included a lengthy
question and answer session. We have also sent four Medicare Rx Update communications
since December 30, 2005. CMS has identified frequently asked questions regarding the point
of sale facilitated enrollment system, plan transition policies, plan contact information,
"What If" scenarios for pharmacists, tips for using the E1 system and much more. Specific

examples of outreach that CMS has performed in relation to January 1, 2006 issues include:

» Daily calls with pharmacists and pharmacy executives all over the country. These
calls help identify trends and workable solutions to numerous issues associated with
implementation as well as facilitating outreach to thousands of pharmacists.

« Over 1,000 emails and calls in direct response to specific issues presented to the

pharmacist since January 1.

In addition, CMS is holding weekly conferences with pharmacy associations that help CMS
distribute information and educate pharmacists to ensure they have the most complete and
up-to-date information possible. Also, CMS is communicating on a daily basis with both
chain and independent pharmacies. Pharmacists in CMS’ ten regional offices are working
directly with local pharmacies, pharmacists, and pharmacy associations to identify troubling
trends and specific problems. CMS is working closely with the National Association of
Chain Drug Stores (NACDS), the National Community Pharmacist Association (NCPA), the
American Pharmacists Association (APhA), the National Council of State Pharmacy
Association Executives (NCSPAE), the American Society for the Automation of Pharmacy

(ASAP) and other groups to help communicate with and educate their membership.
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CMS Continues Qutreach with Physicians

On January 1 CMS placed an announcement on the welcome page to our Physicians
Regulatory Issues Team (PRIT) website with advice for providers and an invitation for them
to call or email CMS with issues or concerns about the Medicare prescription drug benefit.

We have received and responded to almost 200 emails from providers.

In addition, CMS sent a letter to physicians outlining specific sources of help and
information including the following.

» A web-based formulary finder linked to all plan formularies.

- Information about Epocrates, an electronic handheld and web-based drug and
formulary reference for physicians, that is providing plan formulary information
including both tier and step therapy information and is updated constantly,

+ An exceptions and appeals contact list for each prescription drug plan so physicians
can help a patient by filing a prior authorization for a medication or appeal a
medication’s tier.

+ Information about coverage determinations, exceptions, appeals, and expedited
requests.

+ A universal, faxable form created by a coalition of medical societies and advocacy
groups for pharmacists and physicians to use in the event a patient’s prescription is
not on a formulary or on a higher tier. This optional form provides a straightforward
way for the pharmacist to communicate with a physician’s office.

+ A chart to determine if the drug a physician prescribed is a Part B or Part D drug.

» Information about the CMS web-based email and weekly conference calls where

physicians can get direct help with their concerns.

CMS Continues Collaboration with States

To ensure ongoing coordination with the States after the prescription drug benefit began,
CMS is hosting conference calls with the State Medicaid Directors about Medicare
prescription drug plan implementation challenges and solutions several times each week.

Additionally, calls continue with States and plans, pharmacists. and CMS staff. CMS
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regional offices are making regular calls to the State Medicaid Directors and their staff with

updates and to address specific problems.

CMS Establishes Reimbursement Plan for States that Cover the Cost of Dual Eligible
Individuals

CMS is working with the States to ensure all dual eligible individuals are able to leave the
pharmacy with the drugs they need. In addition, pharmacies need to continue to work with
the plans to sort out start-up issues as quickly as possible. However, some States are
reporting that dual eligible individuals have been charged the wrong cost sharing amounts

when they have gone to the pharmacy and some have left the pharmacy without their drugs.

Certain States have taken steps to help their dual eligible individuals by using their State
system of reimbursement to pharmacies. These States are now paying for dual eligible
beneficiaries’ prescriptions that should be paid for by the prescription drug plans, and, if

States have stepped in they will be reimbursed.

On January 25 we announced a demonstration project to reimburse States for their expenses
related to the Medicare prescription drug program. CMS will work to ensure that
prescription drug plans to reimburse States for the dual eligible individuals up to the amount
they would otherwise have paid for the duals’ drug costs. Through this demonstration
project, the federal government will reimburse States for any differential between the plan
reimbursement and the state payment, as well as for certain administrative costs for paying
the State claims and facilitating the correct enrollment of dual eligible individuals into a
prescription drug plan. States will work with CMS to help obtain accurate beneficiary
information on drug spending. They will also use payment approaches that support »
pharmacists” efforts to primarily bill the Medicare prescription drug plans and ensure the use
of the Medicare point-of-sale billing before relying on State payment such that states serve as
a-payer of last resort. States that follow these recommendations have had only limited claims
made against their Medicaid systems. The demonstration requires States to make

significant progress toward turning off their State reimbursement systems and return to the
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Medicare prescription drug system by February 15, 2006 with the Secretary having discretion

to extend the demonstration for a limited period thereafter if necessary.

With input through a State workgroup, CMS developed a template to apply for this
demonstration for use by those States that re-instituted some coverage through their Medicaid
system for dual eligible individuals. The template is expected to be available shortly and will
be posted on the CMS Website.

In addition to providing reimbursement to the States, the demonstration will include timely
data sharing and claims identification features. States that participate should provide timely
summary information on claims incurred, including summary amount and beneficiary
identification information, to facilitate reconciliation and beneficiary transition to
prescription drug plans. States should also work with CMS to provide valid data on any set
of beneficiaries who may not have been included properly in the State’s previous dual
eligible files. Also, States should separate claims for the transition period from claims the
States would have otherwise paid through a separate State program. In some States, the State
has elected to pay all cost sharing, for example, on behalf of some individuals who would

otherwise have paid a copayment.

Under the demonstration, plans, and then Medicare, would reimburse State paid claims
previously incurred and up to and through the anticipated end date of this demonstration of
February 15, 2006. CMS will continue to work closely with the States, as we have been, to
resolve temporary transition issues and make sure people with Medicare can get the new

prescription drug coverage if they want it.

CMS Continues to Work Hard to Ensure the Most Important New Benefit in 40 Years
Delivers Drugs to People with Medicare

Mr. Chairman, thank you for this opportunity to discuss the new Medicare prescription drug
benefit and the transition process and protections for people with Medicare. Transition is
never without challenges. CMS is taking many steps with systems, plans, pharmacists,

States, and other partners to quickly resolve the implementation challenges that have arisen
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in the first weeks of this beneficial new program, and we appreciate your collaborative
efforts to address them. As the New York Times noted in 1966 when Medicare debuted,
“This great new experiment must be given ample time to get over its growing pains.”® CMS
is confident that we too will overcome our “growing pains™ as we continue to address the
challenges set before us implementing the new Medicare prescription drug benefit. 1 would

be happy to answer your questions.

8 New York Times, "Medicare's Beginning," pg. 34, July 1, 1966
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The CHAIRMAN. Linda McMahon.

STATEMENT OF LINDA S. McMAHON, DEPUTY COMMISSIONER
FOR OPERATIONS, SOCIAL SECURITY ADMINISTRATION,
WASHINGTON, DC

Ms. MCMAHON. Thank you, Mr. Chairman, Members of the Com-
mittee. On behalf of Commissioner Barnhart, I want to thank you
for inviting me to discuss Social Security’s efforts to implement the
new Medicare Part D Low-Income Subsidy Program.

As you know, I am Linda McMahon, deputy commissioner for
Operations at the Social Security Administration, and I have been
with the agency for 15 years. As you know, SSA was given the re-
sponsibility by Congress to take extra help applications and to
make eligibility determinations for individuals who were not auto-
matically eligible for the subsidy. We are also responsible for de-
ducting Part D premiums from Social Security benefits when Medi-
care beneficiaries tell the Prescription Drug Program (PDP) pro-
vider that they want that payment option.

SSA was given these Medicare Modernization Act (MMA) respon-
sibilities because of our network of nearly 1,300 offices and 35,000
field employees across the country and because of our prior role in
administering some parts of the Medicare program. Upon passage
of MMA, we immediately recognized that development of a sim-
plified application for the extra help was essential for successful
implementation of that part of the program. Working with CMS,
we conducted extensive testing of the extra help application form.
In fact, the paper application changed significantly over time and
went through many drafts before it was finalized.

Our Office of Systems staff also contributed to the design of the
application to make sure that the information on the form could be
electronically scanned into our computers. That made it easier for
applicants and people who assist them to apply and it minimized
the number of employees that we need to process those forms.

Then we worked to develop alternatives to the traditional paper-
based application, and in July of last year, we unveiled the Inter-
net version of the application. That allows people to apply online
for help with costs associated with the Medicare prescription drug
plan. The online application has been a tremendous success and
more than 2,000 Internet applications are being filed daily.

Telephone inquiries were also part of our efforts to make the
extra help application process as simple as possible. We provided
extensive training to our teleservice representatives so that they
could answer subsidy-related questions. We developed an auto-
mated application-taking system, allowing the teleservice rep-
resentatives to refer callers directly to specialized claims taking
employees who could then take the applications by phone.

Finally, we developed a computer matching process with the In-
ternal Revenue Service to validate certain income information pro-
vided by applicants. Using this computer match allowed SSA to
build a process that would not require applicants to submit proof
of resources and income as long as their statements on the applica-
tion were in substantial agreement with the computer records.

Now, to ensure that this simplified process that I have just de-
scribed was put to use, we have worked hard to inform Medicare
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beneficiaries about the extra help available for prescription drugs.
For example, during the past year, Social Security has held more
than 66,000 Medicare outreach events throughout the country, and
we have hosted a number of application-taking sessions in Social
Security offices. We continue to work with States and other organi-
zations to identify people with limited income and resources who
may be eligible for the extra help.

Although the new prescription drug plan did not begin until Jan-
uary 2006, SSA began mailing subsidy applications to potentially
eligible individuals in May 2005, and this initial effort allowed us
to begin making eligibility determinations for extra help as early
as July 2005.

Now, as has been pointed out, as important as the initial mailing
of the applications was, follow-up contacts with those individuals
who did not return the application has been and continues to be
just as important to us. As an example of our ongoing efforts to
help enroll as many eligible individuals as possible, we are con-
tacting Medicare beneficiaries who have requested Part D with-
holding from Social Security benefits and who were mailed a sub-
sidy application but didn’t return it. We will be contacting them by
phone or by mail and we want to see if we can assist them in ap-
plying for the extra help. We will also continue to use our routine
agency mailings, such as COLA notices, to inform the public about
the subsidy.

So, what has resulted from all this effort? Well, as of January 27,
almost 4.4 million people have applied for the extra help. We proc-
essed almost 4.1 million, or 93 percent of those cases. Almost
700,000 cases did not require a decision by SSA because the person
was already deemed eligible or they had filed a duplicate applica-
tion. But of the 3.7 million applicants who do require a decision,
we have now made determinations for over 3.4 million of them and
found nearly 1.4 million of those individuals eligible. That is a 40
percent eligibility rate.

In conclusion, I want to express Commissioner Barnhart’s appre-
ciation and my personal thanks to Congress for providing SSA with
the resources that we needed to begin this challenging process.
Your assistance in fiscal years 2004 and 2005 made it possible for
us to hire more than 2,500 employees to work on implementation
of MMA provisions. It also allowed extensive training for thousands
of on-duty employees and made possible the design of critical new
computer systems. Your support has truly been crucial.

We look forward to working with the Committee as we progress
with implementation of the extra help program, and we appreciate
this opportunity to tell our story and will be happy to answer ques-
tions.

The CHAIRMAN. Thank you very much, both of you, for, again,
your presence here and your testimony.

[The prepared statement of Ms. McMahon follows:]
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Mr. Chairman and Members of the Committee:

On behalf of Commissioner Barnhart | want to thank you for inviting me
to discuss Social Security’s efforts to implement the new Medicare
prescription drug coverage limited-income Subsidy Program. | am
Linda McMahon, Deputy Commissioner for Operations at the Social
Security Administration (SSA). While | have been in my current
position since November 2001, | have been with SSA for the past
fifteen years.

SSA has already done a great deal to assist limited-income Medicare
beneficiaries in receiving extra help with their prescription drugs
through the new Medicare prescription drug coverage, and we will
continue this mission with a firm commitment to the public we serve.
As Commissioner Barnhart has said, “Together, we can make sure no
one has to make the difficult choice of spending their limited income on
prescription drugs or other basic needs.”

Background

To begin, it may be helpful to describe Social Security's role and
responsibilities regarding the new Medicare prescription drug
coverage. This will provide the context to further describe SSA's
activities in getting limited-income people the extra help intended by
Congress.

As you know, the Medicare Modernization Act, or MMA, enacted in
December 2003, established the new Medicare prescription drug
benefit. The new Medicare prescription drug coverage was designed
to allow all people with Medicare an opportunity to voluntarily enroll in
prescription drug coverage. MMA also provided an extra level of
assistance for people with Medicare who have limited incomes and
resources in helping to pay for the monthly premiums and cost-sharing
that are required by the new Medicare prescription drug coverage.
This assistance is the limited-income subsidy, or “extra help,” as it is
frequently called.
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The responsibility for enrolling individuals for the prescription drug
coverage is a joint effort between the Department of Health and
Human Services (HHS) and private insurance companies, which
establish Prescription Drug Plans (PDPs) for that purpose. Individuals
who were already eligible for Medicare and full Medicaid benefits were
automatically enrollied by the Department of Health and Human
Services in the subsidy, and did not need to apply. They were also
auto-enrolled in a plan in November 2005.

SSA was given the responsibility by Congress to take extra help
applications and to make eligibility determinations for individuals who
were not automatically eligible. In order to be eligible for the subsidy,
individuals must have incomes below 150 percent of the poverty level
applicable to their corresponding household size, and resources of less
than $11,500 for single individuals or $23,000 for married couples.

fndividuals with incomes between 135 percent and 150 percent of
poverty are eligible for a subsidy amount based on a sliding scale.
Individuals with incomes below 135 percent would be eligible for full
premium subsidies, with no copayments or annual deductibles.

Additionally, SSA was charged by Congress with the collection of
premiums for the prescription drug program itself, in cases where
beneficiaries tell the prescription drug plans when they enroll that they
want their premiums withheld from monthly Social Security benefits.
This withholding of premiums is similar to the function SSA already
performs for beneficiaries in the withholding of other Medicare
premiums.

SSA was given these responsibilities because of its network of nearly
1,300 offices with 35,000 employees across the country, and because
of its already existing role in administering some parts of the Medicare
program. Over the past 70 years, SSA has gained a reputation for
helping citizens in the communities where they live, and Congress
realized that SSA’s presence “on the ground” would be vital in the
launch of the Medicare extra help program.
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Also, the limited-income subsidy was designed with many similarities
to the Supplemental Security Income (SSI) program, a means-tested
assistance program for low-income aged, blind and disabled
individuals, which SSA has administered for more than 30 years.

Development of Extra Help Application

Upon passage of MMA, Social Security immediately began planning
for the implementation of the limited-income subsidy. We recognized
from the onset that development of a simplified application for the extra
help was essential for successful implementation. Thus, our goals
were to develop an application that elderly and disabled Medicare
beneficiaries, their caregivers, or other third party assistance providers
would be able to understand and easily complete. SSA also wanted to
maximize the use of automation, not only to process these forms
efficiently, but also to process them in a timely manner.

To accomplish these goals, SSA conducted substantial testing of the
extra help application form. The paper application changed significantly
over time, going through many drafts before being finalized. Social
Security, in collaboration with CMS, conducted focus groups with
current Medicare beneficiaries to test potential applicants’
understanding of the application, and conducted special cognitive
testing of the subsidy application and design engineering evaluations.
We also discussed various draft versions of the application with
national and local advocacy groups and with State Medicaid Directors.

Our Office of Systems staff contributed to the design of the application
as well, to make sure that the information on the form could be
electronically scanned into our computers, thereby minimizing the
number of employees needed to process incoming forms.

Realizing the need to reach our beneficiaries in new ways, SSA
worked to develop alternatives to the traditional paper-based
application. In July of last year, we had unveiled the internet version of
the application located at www.socialsecurity.gov, allowing people to
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apply online for help with Medicare prescription drug plan costs. The
online application has been a tremendous success, receiving one of
the highest scores ever given to a public or private sector organization
by the American Customer Satisfaction Index (ACS1). More than 2,000
internet applications are being filed daily.

Telephone inquiries were also part of our efforts to make the extra help
application process as simple as possible. Extensive training was
provided to assist our teleservice representatives in answering
subsidy-related questions. We also developed an automated
application-taking system, allowing the teleservice representatives to
refer callers directly to specialized claims-taking employees, who could
then take applications by phone. This new system allows individuals
calling our 1-800 number to immediately file for the extra help.

We also developed a computer matching process with the Internal
Revenue Service (IRS) regarding the validation of certain income
information provided by applicants. Using this computer match
allowed SSA to build an application process that would not require
applicants to submit proof of resources and income, as long as the
applicant’'s statement on the application was in substantial agreement
with the computer records.

In summary, although means-testing is by its very nature complex, we
believe that we have created a simple application process, which
allows individuals to apply for the extra help as quickly and easily as
possible, while also taking advantage of current technology.

Outreach Efforts

I would now like to turn to the efforts SSA has undertaken to inform
beneficiaries about the extra help available for prescription drugs.
Efforts to educate the public about the new, extra help program began
almost immediately after passage of MMA, and this outreach continues
today. SSA has worked with CMS and other Federal agencies,
community based organizations, advocacy groups, and State entities
in order to spread the word about the available extra help.
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During the past year, more than 66,000 Medicare outreach events
have been held by SSA. Targeted application-taking events were held
in Social Security offices throughout the country, and personal
invitations to these events were mailed to beneficiaries who had not
yet applied for the extra help, but had been identified as being
potentially eligible for the program.

We continue to work with States that have their own pharmaceutical
programs, State Health Insurance Programs, Area Agencies on Aging,
local housing authorities, community health clinics, PDPs, and others
to identify people with limited income and resources who may be
eligible for the extra help.

Throughout these efforts, SSA's goal has been to reach every
potentially-eligible Medicare beneficiary multiple times, in a variety of
ways, for example, by targeted mailings, follow up phone calls, and
targeted events. And while we are confident we have taken
appropriate steps to reach out to those who may be eligible for the
extra help, our outreach efforts will continue throughout the initial
enrollment period (which ends May 15, 2006) and beyond.

Additional Qutreach & Mailing of Subsidy Applications

Although the new Medicare prescription drug coverage did not begin
until January 2006, SSA began mailing applications to individuals who
were potentially eligible for extra help in May 2005. During the
following three months, we mailed almost 19 million applications. Our
goal was to have as many potentially eligible limited income Medicare
beneficiaries as possible file for the extra help before the Medicare
prescription drug program started in January 2006.

We also intended to cast the widest net possible in our efforts to reach
the public. Thus, we sent the 19 million applications to potentially
eligible individuals, even though we knew that not all of this group
would meet the income and resource requirements. This initial effort
also allowed us to begin making eligibility determinations for the extra
help as early as July 2005.
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As much as the initial mailing of applications was important, follow-up
contacts with those individuals who did not return the application was
just as important. We contracted with a vendor to remind individuals of
the availability of the extra help program and to ask if they needed
assistance. Of the 9.1 million people who were called by the vendor,
800,000 had applications resent to them, and 400,000 requested
assistance and were referred to SSA. In addition, 5 million follow-up
notices were sent because the vendor could not locate a phone
number for the individual (for example, an individual who was
displaced by Hurricane Katrina).

Success So Far

As of January 27, SSA has received applications from almost 4.4
million beneficiaries, of which almost 700,000 were unnecessary,
because either the applicants were automatically eligible or because
they had filed more than one application. We have made over 3.4
million determinations on the eligibility for extra help, and have now
found nearly 1.4 million of these individuals eligible. We have aiso
notified the individuals who filed unnecessary applications of their
current eligibility.

While we are proud of the initial success that we have had with helping
so many beneficiaries pay for their prescription drugs, there is much
more that we need to do. Commissioner Barnhart has made it clear
that we need to continue to aggressively promote this valuable benefit,
and to this end, we continue to look for ways to reach those eligible for
the extra help program.

As an example of SSA's ongoing activities, we are contacting
beneficiaries who have requested that premiums for the new Medicare
prescription drug coverage be withheld from Social Security benefits
and who were also mailed a subsidy application that they did not
return. SSA is planning to contact them by phone or by mail, to see if
we can assist them in applying for the extra help.
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SSA is also examining other ways in which we might reach individuals
who could be assisted by the extra help program. We are currently
working to establish cooperative projects with tax preparers, who deal
with people filing for the Earned Income Tax Credit, to see if they
would screen for the extra help.

Additionally, we continue to use Agency mailings to inform the public.
For example, the cost-of-living adjustment notice that was sent in
December 2005 to 52 million Social Security beneficiaries contained
information about the new drug program and the availability of extra
help. The 4.2 million letters SSA sent to individuals potentially eligible
for Medicare Savings Programs, during September and October 2005,
also contained information about the subsidy.

While SSA has no direct role in assisting individuals in either selecting
or enrolling in PDPs, we have also provided instructions to the field
offices on how to make sure those with the new Medicare prescription
drug coverage questions are directed to the resources they need. In
some cases this means our employees will simply refer the questioner
to 1-800-MEDICARE, or to the beneficiary's PDP provider, but in other
cases it means making a personal call to state coordinators, reprinting
and faxing award notices, and even making emergency calls to CMS
Regional Offices.

In short, we are committed to doing whatever we can to help make this
new program accessible to our beneficiaries.

Conclusion

In conclusion, | want to express Commissioner Barnhart's thanks, and
my personal thanks, to Congress for providing SSA with the resources
we have needed to begin this challenging process. Your assistance in
FY04 and FY05 has made possible the hiring of more than

2,500 employees to work on implementation of MMA provisions. It has
allowed extensive training of thousands of employees, and made
possible the design of critical new computer systems capable of storing
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and exchanging information related to the new Medicare prescription
drug coverage. It has also allowed us to work toward implementation
of all of the MMA provisions that have been assigned to SSA. Your
support has truly been crucial.

We look forward to a continued dialogue with your Committee as we
progress with implementation of the extra help program. We very
much want to hear your ideas. While we have found that there is no
single contact method that guaraniees success, we have learned that
the more times we reach these limited-income beneficiaries, the more
we are able to help them.

Thank you, and | will be glad to answer any questions you may have.
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The CHAIRMAN. Mark, I think, obviously, the question in all of
our minds is, while many of the problems we are raising today are
problems we foresaw last March when we had a hearing here, but
clearly the transition didn’t go as smoothly as we would’ve liked.
I mean, why, with all that advance notice, has there been such a
difficult transition?

Dr. McCLELLAN. We did have a lot of discussions about the tran-
sition issues for the new Part D benefit and I really commend the
committee on a bipartisan basis for paying close attention and hav-
ing many constructive ideas about how we could make the transi-
tion go smoothly. You will recall when we talked last spring, we
raised a lot of issues around long-term care pharmacies, about
making sure that plans would comply with the necessary support
that those pharmacies needed for their nursing home beneficiaries.
We talked about coverage of needed drugs for people with mental
illnesses and other conditions where the specific drug really
mattered.

In many of these areas, we were able to make further enhance-
ments in the program to address concerns, about everything from
packaging issues in nursing homes, to new kinds of support to help
nursing homes identify the plans their beneficiaries are in and bill
them properly, to expanding and being clear about the broad for-
mulary coverage requirements for people with mental illness, HIV-
AIDS, and other serious conditions.

We also talked about the transition issues for people who were
dual-eligibles around January first and steps that we could put in
place to make sure they got their medications at the pharmacy and
we took those suggestions, like getting in place this automatic in-
formation system that many pharmacists have been able to use to
avoid the phone calls that they routinely have to face when people
start a new program.

The CHAIRMAN. Isn’t it true you have also extended the enroll-
ment deadline from 30 days to 90?

Dr. McCLELLAN. The transition coverage has been extended to 90
days.

The CHAIRMAN. Ninety days.

Dr. McCLELLAN. We talked last spring about the importance of
transitional coverage and we are watching that very closely, as are
the plans, to make sure we have got that in place for a long enough
period for people to smoothly decide whether or not the drugs they
are on now could be switched with alternatives. But again, we have
got broad formulary requirements in place now for the drugs for
conditions like mental illnesses and cancer and AIDS where it real-
ly matters.

So that dialog with you all has been extremely helpful and we
are going to continue taking every step we can to make this transi-
tion go smoothly. It was a big change on January 1 with the entire
dual-eligible population moving over, as required under the statute,
and suggestions, the input that you all had in this process has been
very helpful for limiting the number of cases where people have
had significant difficulties and we will keep working very closely
with you to address the cases that we are seeing, to find the prob-
lems and fix them.
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The CHAIRMAN. I am also mindful that Secretary Leavitt an-
nounced or assured the States that their costs in this transition
would be reimbursed.

Dr. McCLELLAN. We did. We had an announcement about that
last week. We have been working closely with the States on the
best mechanism for providing this reimbursement and many of the
State Medicaid directors, other State officials that I talk with fre-
quently have had some very constructive ideas on how to do it. We
have seen many States working closely with us, just like Senator
Santorum mentioned, Pennsylvania’s close work with our regional
office. The same thing is happening in Oregon, Delaware, and
many other States to limit the number of cases where there are dif-
ficulties and to get people connected with their coverage quickly.

So we have put forth a reimbursement program based on a dem-
onstration, a model waiver. We have the details of that program
coming out right away, basically just a checklist that States can go
through for following these best practices to get people connected
with their coverage and we will handle the reimbursement. The
State submits the claims to us. We work on reconciling—we do the
work for reconciling them with the plan payments, and for any dif-
ference in higher Medicaid payments than what these competitive
plans are paying, we will make up that difference, too, and we will
also pay for any reasonable administrative costs in the process.

The CHAIRMAN. I have heard horror stories, Mark, about long,
long call waits for people trying to get information. Have you
beefed up the call center?

Dr. McCLELLAN. We have, and I know we have been working
very closely with your staff on monitoring how the call center’s
work is going. In the very early days of the program, we had rel-
atively long waits on our line at 1-800-MEDICARE. I am proud
to say that we have kept those average wait times, even during the
first week in January when we had the largest number of these
complaints and transition questions. We had the wait times under
5 minutes. We have been monitoring it closely since then. It is
under a minute for the most recent days and definitely no more
than a few minutes at any time during this month.

We are also very pleased at how many of the prescription drug
plans have responded. Many of these plans quickly, after the first
week or two, staffed up their own help lines for customers, for
pharmacists, and others. We have been monitoring those wait
times and we have seen them come down substantially to accept-
able levels of just a few minutes for many of the plans and we want
to make sure all the plans get there, and that is why we announced
yesterday that we are going to be taking some further steps to
monitor and even publish the performance measures for these
plans.

The CHAIRMAN. Senator Kohl.

Senator KOHL. Thank you, Mr. Chairman.

Dr. McClellan, why not allow Medicare to negotiate maximum
discount from the pharmaceutical companies? These are actual tax
dollars we are talking about, and if the program meets anywhere
near its expected projected costs over 10 years, $750 billion—who
knows what it will cost—a 20 percent discount is $150 billion.
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Wouldn’t you expect taxpayers to expect the government to get
these prescription drugs at the minimum price necessary?

Dr. McCLELLAN. I expect our program to get the best possible
cost for implementing this program. That is why we are very
pleased with the results that we are seeing so far based on the ac-
tual costs of the program that is coming in, where the drug plans
are competing and getting the costs of coverage down way below
what had been projected. We are seeing cost projections now, these
numbers that we released today, showing costs that in 2006 are
going to be 20 percent lower for the Federal Government than had
been forecast. As our actuaries and other independent experts had
said at the time, they do not believe that with the steps that we
have in place to encourage strong competition, to encourage price
negotiation to get lower prices to beneficiaries, that any additional
government price negotiation would save more money.

Our concern about more government negotiation is, as you know,
the way the government can get lower prices, the same thing that
many of the plans have done but we regulate very carefully, they
do it by narrowing the formularies. This is how the VA plan, which
has a considerably narrower formulary than we have required the
Medicare plans to have, means that many people would not be able
to continue taking the drugs that they are on right now, the ones
that their doctors have prescribed and that they have decided, or
they may want to decide they want to continue, even if they are
not on a formulary.

So we are very concerned about making sure that our
formularies are broad enough and that the plans negotiate and get
the lowest possible costs of coverage, and that is exactly what is
happening. That is why the costs of this drug benefit for each per-
son covered is coming in so much lower than people had expected,
and that means savings for beneficiaries in the lower premiums,
savings for the Federal Government, and savings for States, that
25 percent lower claw-back payment that I mentioned earlier.

Senator KOHL. Well, that is well and good and I am sure that
argument in your mind is a very strong one, but when you have
a single buyer, in this case Medicare, negotiating for a huge dis-
count based on the size of their purchase, all the evidence is that
you get a much bigger discount than if you have, like 46 different
plans negotiating their own much smaller discount based on their
purchases. All the indications are that the bigger your buy, the big-
ger your discount, and apparently you are saying that that law of
business is not true.

Dr. McCLELLAN. Well, these drug plans include—many of these
plans are large health care organizations that already cover mil-
lions of Americans under 65, millions of Federal workers and retir-
ees, and so have very large population bases, so they can drive
those stronger discounts. Again, that is what we are seeing. If you
include not just the low prices—there have been some studies that
have come out recently that kind of tilt the scale by counting Med-
icaid rebates in the Medicaid price side but don’t count the rebates
that the private plans are also getting and that they are required
to incorporate in the payments they get from us and the bids that
they put in. When you do that, you see low costs.



65

That is why we are hearing from many States that in their Med-
icaid plans, where the State does the negotiation, their costs are
expected to be higher than under the drug plans. That is why we
are having to supplement what we are paying some of the States
in this repayment program beyond what the drug plans would pay
for the same drugs.

Senator KOHL. I appreciate that. I would just end the subject in
terms of my inquiry this morning by saying that after 1 month, to
make a projection is almost ludicrous, and to expect us to sit here
and say, well, that is the deal, 1 month in, that is the deal, you
know—you know that you should not make that with any cer-
tainty. It is just a number you are throwing out. It is no different
than so many of the projections that come out from this adminis-
tration about the costs of the deficit, the costs of this, the costs of
that, and it turns out to be wildly inaccurate. So we take what you
say this morning as being sincere, but as certainly not the last
word.

Dr. McCLELLAN. I agree with that. We should keep watching
very closely on this and every other aspect of the program. This is
the first time, though, that our independent actuaries have been
able to incorporate actual data from the cost of this benefit as it
is actually being delivered in doing their estimates.

Senator KOHL. On another subject, the pharmacies that have
been filling prescriptions and not getting paid, Senator Burns said
a minute ago that they are going to get reimbursed, but as you
know, nothing has been determined with certainty with respect to
that. As you also know, many of them are paying out money from
their pocket, money they don’t have, and they need to be reim-
bursed immediately and they deserve to be reimbursed as soon as
they present the evidence. How we are going to get that thing
done?

Dr. McCLELLAN. Well, as I have talked to pharmacists and phar-
macy leaders around the country, which we do on an almost daily
basis—which I do on an almost daily basis and our staff all over
the country is doing regularly, as well, this is now getting to be one
of the top levels of concern, and one of the reasons is that we have
had a change in the way the pharmacy contracts work. Up until
now, for many of the people who are covered by the drug benefit,
they were previously covered in Medicaid, which had one payment
schedule, typically paying once a week, or people who were paying
cash, and those are people who would pay right at the time, often
very high rates, but right at the time, right at the pharmacy
counter.

Under the contracts that the pharmacies have with the drug
plans, they get paid several times a month based on claims sub-
mitted, and so we have had a period over the last couple of weeks
where the claims have started going in but the checks haven’t
started coming out. Now, we are watching very closely to make
sure that the drug plans pay according to the contractual payment
schedules that they have set up. Those payments have started to
come out recently. Some plans pay every 10 days. They have al-
ready sent out millions of dollars in payments. Others pay every
15.
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Those checks are going out starting right now, and we want
pharmacists to know that if they are having problems getting the
contractual terms met, that is one of the areas where CMS mon-
itors complaints and we will help enforce those contracts. But there
are a lot more things that we can do to help pharmacists that I am
sure are going to come up later in this hearing and I want to talk
about those, too.

Senator KOHL. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Carper.

Senator CARPER. Thanks. Thank you for your testimony. I
thought it was helpful. I want to ask for a clarification, if I can,
from Ms. McMahon. I said in my opening statement that I think
that there are about eight million eligible beneficiaries, low-income
beneficiaries for this program, and I said, to date, only about 1.1
million people had been found eligible. That was through December
31. I think I heard you say that——

Ms. MCMAHON. As of January 27, that number is 1.4 million that
we have determined eligible.

Senator CARPER. Here is my question. Does that mean that there
are roughly another just under seven million eligible low-income
beneficiaries that we still have to potentially be signed up for this
benefit?

Ms. McMaHON. Well, I would have to put the answer to that this
way. We sent out almost 19 million notices to people to say, “you
are potentially eligible”. We knew that not all of them would be eli-
gible, but we wanted to cast the widest net we possibly could to
make sure that anybody that had any hope of being eligible, we
would contact, and we are trying to follow up with those folks.

What is the actual right number of people? One of the things we
are finding out is that there are more people who have higher re-
sources than we expected, which in a way shouldn’t be a surprise
because a large part of the population are people who went through
the depression and World War II. They saved money. Maybe they
don’t spend like my generation does. So they have higher resources
than we expected. In fact, even with $10,000 and $20,000 resource
limits, they have maybe $17,000 more over that. So we don’t know
exactly how many people are eligible.

Senator CARPER. We know it is more than 1.4 million.

Ms. McMAHON. Yes, we do.

Senator CARPER. I would just urge you to increase your efforts,
continue your efforts to help us find them, help them sign up, OK?

Ms. McMAHON. We are going to do that, and in fact, we are hop-
ing that we can get ideas

Senator CARPER. That is all I want to say. That is all I want to
say because I have got a lot of questions here I want to get into——

Ms. McMaHON. All right.

Senator CARPER [continuing]. But thank you. Dr. McClellan, this
is a question that could be for either of you. Just help me on this.
If a person signs up, picks one of these plans, in my State we have
got a whole lot of plans, I think a whole lot more than I expected,
and I think it is part of the confusion for pharmacists and for sen-
iors, as well. But if somebody signs up, as I understand it, in a par-
ticular plan, they think it is best given the medicines they take, do
I understand that the plan itself can change and maybe, say, drop
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out coverage, decrease coverage for some of the medicines, and we
will say that happens in April, then do I understand that the bene-
ficiary, the senior citizen, has to wait until the end of this calendar
year in order to be able to change plans and pick out a plan that
better suits their needs?

Dr. McCLELLAN. Well, first of all, as you know, Senator, the drug
plans all have to meet our broad formulary requirements. These
are broader than the requirements in many Medicaid prescription
drug programs, broader than the VA formulary requirements.
Eighty of the top 100 drugs are typically covered by plans, so that
the plans are having broad formularies to start with to make sure
all medically necessary drugs are available.

Plans can change their formularies, and I want to talk about two
different kinds of cases. One is when something new happens in
medical knowledge or medical treatment availability, so there is
new information suggesting that a drug shouldn’t be used in cer-
tain circumstances or a new generic version of a medicine becomes
available. Those are things that the plans should incorporate in
their formularies to help make sure people get the right treatments
for their conditions at the lowest cost.

Plans have an ability to change formularies otherwise, but only
if they replace one drug with another drug that is in the same cat-
egory, works in the same way, and offers as good of benefits to the
patient. But in order to do that, several things have to happen
first. First, they have to submit this information to us to have a
CMS approval for making any such formulary change. Second, they
have to give advance notice to their beneficiaries so that there is
plenty of time for the beneficiary to determine whether they should
stay on the drug they are on now or whether going to this other
less expensive alternative is better for them.

So far, we have seen no cases of that occurring. We also had
some experience with this with the drug card that was in place for
a couple of years and that millions of people use to lower their
prices. There were also concerns that this would happen then. We
monitored. Again, we saw essentially no cases of such formulary
shifting. We are going to watch very closely to make sure the plans
continue to provide the level of coverage that they have promised
from the beginning. I think they have generally every intention of
doing that, but we are going to verify that that happens.

Senator CARPER. Be vigilant. Be vigilant.

Dr. McCLELLAN. Yes.

Senator CARPER. We have established in Delaware a Delaware
Prescription Assistance Drug Program when I was privileged to be
Governor of our State. A lot of States have them, as you know.

Dr. McCLELLAN. Yes.

Senator CARPER. CMS recently announced the waiver process
would allow States to be reimbursed for costs that they incur in
paying for drugs for dual-eligible beneficiaries. However, a number
of States like my State, and I think like probably half of the States
that are here represented on this committee, States where we are
incurring costs for other low-income beneficiaries, like those in our
own State Prescription Assistance Program, I am told that—I met
with our Secretary of Health and Social Services recently and I
learned from him that our State’s Prescription Assistance Program
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has over, I guess, over 10,000 enrollees now, which is a lot for a
tiny State and has really stepped up to the plate to help enrollees
navigate the new benefit and we are trying to blend the two to-
gether so that we really dramatically increase coverage and use the
strength of both programs.

In some cases in Delaware, we are incurring costs for the Dela-
ware Prescription Assistance Program enrollees who have enrolled
or tried to enroll in a Part D plan but have not yet been recognized
by the plan as enrolled. Here is my question. Will CMS open the
waiver process to States like my own and like others who have es-
tablished their own Prescription Assistance Programs and who
have incurred unnecessary costs in other State programs? I would
ask that if you can get into that now, fine, but if now, I just really
would ask that you and your folks address it.

Dr. McCLELLAN. The reimbursement plan that we have dis-
cussed does apply to State assistance programs for other low-in-
come individuals, other partial dual individuals who were enrolled
in the Medicare program and either they or their—because of
issues with the pharmacy, they didn’t get the coverage they should
have received. So that is part of our program.

I want to say, as well, that the program in Delaware, like in
many other States, is terrific. It is going to get a lot of help from
the new Medicare coverage because you now only have to wrap
around the basic Medicare benefit, and Senator, I would like to
make sure we follow up specifically with you to resolve these issues
in Delaware. We have had a very close working relationship with
you and the State and I want to make sure that continues as we
work through these transition issues.

Senator CARPER. My time has expired. I would just add, if I
could, one last sentence, Mr. Chairman. The folks that are in our
Delaware Prescription Assistance Program are not dual-eligibles.
They are not dual-eligibles. They are low-income.

Dr. McCLELLAN. Let me follow up with you. If they are not dual-
eligible or low-income, we will work directly with you and the State
on addressing this.

Senator CARPER. Thank you so much.

The CHAIRMAN. Thank you.

Senator Clinton.

Senator CLINTON. Thank you, Mr. Chairman. I want to start by
trying to get some clarification. Senator Burns said that CMS is
committed to reimburse pharmacies. My understanding based on
what Secretary Leavitt told the Finance Committee is that he did
not want to make such a commitment at this time to reimburse
pharmacies and that, in fact, the pharmacies will need to seek re-
imbursement through private drug plans. Is that correct?

Dr. McCLELLAN. Well, pharmacists that have done a terrific job
in stepping up with the implementation of this program need to be
paid for the drugs that they provided and we are going to make
sure that the contracts with the drug plans are enforced, and if
there are any difficulties in making those payments, we will help
ensure the payments do take place.

Senator CLINTON. Well, that is an important commitment. I
would just suggest, though, that given all the confusion, oftentimes
pharmacists don’t even know which plan a beneficiary is enrolled
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in. They are going to have to go back and get that information.
These contractual obligations may be difficult for them to enforce.
I think many of us expect that these pharmacies will get reim-
bursed one way or another and we will look to CMS to ensure that
that does happen.

I have a series of questions, Dr. McClellan, and I would appre-
ciate brief answers because I know we all have a lot of information
we are trying to get out.

Will you support our legislation to waive fees and copayments for
dual-eligibles in assisted living facilities?

Dr. McCLELLAN. We are strong supporters of getting people into
assisted living. We need to hear more about how this legislation
would work. We are already working with a number of States that
are picking up those copayments and combining it with some of the
home and community-based waiver services, some of the other pro-
grams that already exist to help people in assisted living.

So we would like to hear more about the legislation, and in the
meantime, we are going to do what we can under current law to
help States fill in those copays, and many States are already either
doing that or considering doing that. As you said, they are limited
copays from the overall budget standpoint of a State. They are very
important for those particular individuals and we want to do all we
can to help people get out of institutions. It is a strong commitment
of this Administration and we will work with the States and defi-
nitely want to talk with you further about your legislation.

Senator CLINTON. Well, we will move quickly on that because
right now, there is a tremendous burden being imposed. So as
quick as you can get some assessment as to the best way to do
that, we need to hear it because we can’t let this just linger on, so
I appreciate your willingness to work with us.

I am also concerned about the additional problems that we are
encountering with respect to mental illness. Will you provide us
with data on the numbers of beneficiaries that file appeals to plans,
the number of successful appeals and rejections by plans, and infor-
mation on the timeliness with which plans handle appeals?

Dr. McCLELLAN. We definitely want to work with the committee
on that. I think that is an important part of the oversight and our
continuing interaction on making sure that implementation goes as
smoothly as possible. I would point out that with our extension of
the transition period for another 60 days, people who are on medi-
cations now are going to continue them. I also point out that we
have very broad formulary requirements, essentially all drugs for
mental illnesses, especially for people who are already stabilized on
those drugs. So I wouldn’t expect to see a lot of information on ap-
peals from this particular area for a while because of these other
steps that we have taken. But we definitely want to keep a close
eye on that with you.

Senator CLINTON. Now, your announcement that you will reim-
burse States requires that States cease using State reimbursement
systems and return to the Medicare prescription drug system by
February 15. In light of the problems we have seen, would you re-
consider continuing to assist States that may have to step in and
pick up costs for their citizens who are not getting their benefits?
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Dr. McCLELLAN. Senator, the payment program does include an
opportunity to extend its period beyond February 15. What we ex-
pect, based on what we are seeing from many States already, is
that there are specific steps that States can take to minimize bill-
ing into the State systems. Those kinds of steps, we expect States
should be able to put in place by the middle of February if not
sooner, and that is going to drive down the use of State reimburse-
ment in the cases where States haven’t done that yet.

Senator CLINTON. But in the case of the exceptions——

Dr. McCLELLAN. But if there are still exceptions needed, if there
is still additional limited help needed beyond that, that definitely
is part of the waiver process, as well, and we would discuss that
with the particular State. The goal here that we have is the same
as the States have, is to get these beneficiaries, all of these bene-
ﬁ%ilaries, transitioned to their Medicare coverage as quickly as pos-
sible.

Senator CLINTON. Dr. McClellan, with respect to the plans re-
quiring forms, some as long as 14 pages, for doctors to fill out, you
have requested that the plans discontinue this practice, but at least
according to our information, it does not yet seem to have taken
hold. Will you require the plans to end this practice?

Dr. McCLELLAN. We have been watching this very closely, too. I
am pleased that many of the plans have taken steps or already
have in place steps to have a smooth and straightforward excep-
tions and appeals process. We have also worked very closely with
pharmacy groups, medical groups, and others to develop a model
form that is very straightforward, exactly as you are discussing.

I think we have talked about how some of the benefits of com-
petition here, getting to lower costs, but obviously what many bene-
ficiaries want right now is more simplicity and I think you are
going to start seeing the market respond and the plans respond to
that. That is what people want, is a straightforward way as pos-
sible to use these benefits. We are going to help push that along
by working with the plans and pharmacy groups on things like a
standard exceptions and appeals form. So I think you will be hear-
ing more about that in the days ahead. Remember, we have got 60
more days with the extension of our transition coverage period to
help make sure these processes work as smoothly as possible.

Senator CLINTON. I highly commend the idea of a single form. It
has been my experience that insurance companies thrive on com-
plexity and confusion in the health care arena, so the more it can
be simplified, I think the more money we will save, the quicker we
will get the services out to the people who need them, and the bur-
den will be removed from doctors who shouldn’t be spending their
time filling out forms to make a case for a drug that they have pre-
scribed for years for their patient.

Mr. Chairman, I really thank you for having this hearing. I hope
we have a continuation of these hearings. I share my good friend
Senator Kohl’s skepticism about costs. I, a long, long time ago, took
a course in consumer law and the concept of bait-and-switch has
stayed with me ever since, so this has to be watched extremely
closely if it is going to have the benefits that we want it to have
for people. Thank you.

The CHAIRMAN. Thank you.
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Senator Talent.

Senator TALENT. Thank you, Mr. Chairman.

Director McClellan, on page two of your statement, you have a
graph which I have been trying to understand. In the statement in-
troducing it, you say that there were 15 million people with drug
coverage on December 21 and 24 million on January 14. Would you
explain that a little bit?

Dr. MCCLELLAN. The increase in enrollment related to more peo-
ple signing up on their own, more retirees registering for coverage
to get support for their retiree coverage, as well, and that is what
has gotten to the number that now exceeds——

Senator TALENT. So those retirees had the coverage, but what
they now have is a subsidy in addition to it?

Dr. McCLELLAN. They didn’t have a subsidy, and what they
didn’t have was much security in keeping that coverage in place.
As you know, in Missouri, a lot of retiree plans have been dropped
or cut back. The plans now have new support from us to keep them
in place and to keep high-quality benefits there, and there are hun-
dreds of firms and thousands of beneficiaries in Missouri who are
taking advantage of this new help.

Senator TALENT. So what you are saying is that there are nine
million additional people who are receiving some benefit because of
the new program.

Dr. McCLELLAN. I would say it is even more than that. It is true
that many of the people who are in the Medicare Advantage health
plans—those are the HMOs and the PPO plans in Medicare that
existed before, in many cases, before 2006, those plans did have
some drug coverage in many cases. They all offer extra benefits
and lower cost for the people who enroll in them. That is why many
seniors, and more and more seniors are signing up for those plans.

What the drug benefit allowed them to do was enhance that cov-
erage. So instead of having $250 worth of help for a quarter that
just ran out, people now have a relatively comprehensive drug ben-
efit and it costs less and it offers more coverage, less of a doughnut
hole, no deductible, things like that, that are not available in the
basic Medicare benefit. So people in Medicare Advantage

Senator TALENT. Superior to what they had under the HMOs?

Dr. McCLELLAN. Exactly. Similarly, the retiree coverage trends
over the last years have been steadily downward. We have seen
that halt with the result of the new subsidy being implemented.
Then there are millions more people, including many, many in Mis-
souri, who are getting new drug coverage who didn’t have it before
and saving a lot of money.

Senator TALENT. So the nine million figure is people who didn’t
have any drug coverage before who now have it, plus people who
were on HMOs who are now on Medicare Advantage and getting
improved coverage.

Dr. McCLELLAN. I think the figure is even larger than that. I
think that is—what you are looking at is a change in enrollment
between the last part of December and early January. Going into
the last part of December, there were already many people who
had enrolled either through a Medicare Advantage plan or a retiree
plan or something like that.
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Senator TALENT. Well, since we may evidently have a debate on
whether to scrap the whole thing, it might be a good idea for us
to get down exactly the benefits people are getting, and my sense
of it is that there are millions of people around the country——

Dr. McCLELLAN. Oh, yes.

Senator TALENT [continuing]. Who are getting a substantial addi-
tional benefit, either coverage that they did not have or better cov-
erage or stabilization of the private retiree coverage that they had.

Dr. McCLELLAN. That is right, and they are

Senator TALENT. I am certainly running into a lot of people in
Missouri who are saying, “Boy, I was paying out of pocket before
and I am not now,” so maybe we ought to really get a total of the
number of people in the country who would lose benefits if we went
back to square one.

Dr. McCLELLAN. That is many millions of people who would lose
benefits

Senator TALENT. Because that is the balance on the other hand.
I mean, it is good to have a hearing on the problems, and I have
been living with that because I have been out, as you know——

Dr. McCLELLAN. I know you have.

Senator TALENT [continuing]. Because I have called you from the
road on some occasions where I had cell phone coverage, and I have
been living with some of those issues, also. But we have to have
the balance and realize why we did all this and what is going to
happen if we go back to square one with it.

Let me ask you a couple of questions. I am going to submit more
for the record. One, and I have taken some real-life questions from
people who have had issues. This one lady is trying to find out
whether a particularly rather exotic and necessary drug that she
has been taking since July of last year is covered under the plan
that she was auto-enrolled in and she is having trouble getting a
response from CMS. We hear about this. I mean, I hear some peo-
ple say, “I called, I got through, no problem.” Then I have other
people who say, “We are getting a run-around.”

How big is the problem, in your judgment, for people who are
calling CMS and what is the difficulty? Is it that during peak hours
everybody is calling and not enough on off-hours or whatever?

The second point that was raised with me, I thought was a very
good one, and maybe we need to do this rather than you, but the
Agencies on Aging have done heroic work on this, the senior cen-
ters

Dr. McCLELLAN. Yes, absolutely.

Senator TALENT. I mean, I don’t know how they rolled out Medi-
care originally without these, but they have just been tremen-
dous

Dr. McCLELLAN. Absolutely.

Senator TALENT [continuing]. Just great about it and so construc-
tive, and they have had to put a lot of time and effort into it. I
wonder, do you have any plans, or do we need to do this legisla-
tively, to maybe help compensate them because they really put an
enormous amount of effort. They didn’t do it to get money from the
government. They did it to help the seniors. But it would be good
to compensate these because they have spent a lot of time and ef-
fort on it, and that was raised with me.
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Do you want to comment on those two, and then I will submit
the other questions?

Dr. McCLELLAN. Absolutely, Senator, and thank you for all your
effort. I appreciate the phone conversations and keeping in close
touch about how things are working on the ground in Missouri.

Senator TALENT. That is very polite of you, because I have called
up to complain on occasions

Dr. McCLELLAN. That is no problem. It is part of the job. The
Area Agencies on Aging, senior centers, other local partners, we
have tens of thousands of them around the country, are doing a
huge amount of work to help people find out about the new benefits
and take advantage of it and they really are a tremendous re-
source. They are helping people get through. They hear a lot of
things. My gosh, there are a lot of plans. What does this mean for
me? They turn it into, practically, you know, here is the plan that
is relevant for you. Here is how you can sign up and save money
in just a matter of minutes. They are helping around the country
millions of seniors do that.

We have doubled our budget for supporting the State Health In-
surance Assistance Programs. We have enhanced our collaborations
with the Administration on Aging, which provides funding and en-
hanced funding for many of these groups. We are also adding to
this effort with a grassroots network around the country. There are
many faith-based organizations, many advocacy organizations,
many seniors organizations that don’t get government funding but
now are working more closely together with these federally and
State and locally sponsored groups than ever before. In States
where this has happened most successfully, it has really taken a
lot of the load off these Area Agencies on Aging to enhance and ex-
tend their resources substantially, so we truly value their support
and we are going to continue this higher level of funding.

Senator TALENT. It has really validated the Older Americans Act
structure, Mr. Chairman——

Dr. McCLELLAN. Oh, absolutely.

Senator TALENT [continuing]. Because they have just been abso-
lutely essential. I am sorry, 30 seconds. I know others have the
same issue. My pharmacists are less concerned about what they do
with transition issues. Obviously, they are concerned because peo-
ple need to get the pharmaceuticals they need to get reimbursed,
but the way the system is set up, independent pharmacies in small-
er towns are going to be at a structural disadvantage in terms of
reimbursement. You and I have talked about this. Tell me what
your thinking is on it now and maybe what we can do to help them
that will not undermine the basic structure of law, and then I am
done. Thank you.

Dr. McCLELLAN. The community pharmacists are doing terrific
work, especially in rural communities. From hearing from them,
there are several things that we know that we can do to help that
I think they would find useful. One of them is making sure that
the contracts that the plans have with the pharmacies are en-
forced, and that includes also other requirements like network re-
quirements. In many of these rural communities, as some of you
have mentioned, there is just one pharmacy there. Maybe Senator
Salazar mentioned it. They are the main focus of support in the
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community. Well, those pharmacies need to be part of the network
in order for the plans to meet our access requirements under the
drug benefit. So we will make sure that the plans meet the access
requirements and that means that they are going to have to pay
the pharmacies enough for them to meet their costs and participate
in the program.

Also, many of the community pharmacies have faced added bur-
dens because of differences in the messages that they are getting
from the different plans because they may not have been able to
use all the support tools that we have set up and we intend to be
available for every pharmacy right off the bat. We have taken some
new steps to work with the software vendors and the other organi-
zations that support these community pharmacists, as well, so that
we can help make sure they are able to continue to provide a high
level of service.

This is going to be an ongoing concern for us. This is a big
change in the way pharmacies bill, especially many community
pharmacies, a big change in the way their work process goes and
their business process goes. So I think the best thing for us to do
is to keep in close touch about these issues and make sure that we
are continuing to respond to the ideas that we hear out in the field
about making the benefit work as smoothly as possible.

The CHAIRMAN. With the indulgence of my colleagues, the order
is next Senator Burns and Senator Martinez. Senator Nelson has
one burning question and needs to be across town in a minute. Do
you mind if he asks that first?

Senator BURNS. Let him burn the barn down.

The CHAIRMAN. All right. Senator Nelson?

Senator NELSON. Thank you to my colleagues. This is just a fol-
low-up to the earlier conversation. Dr. McClellan, could you tell us
for the record CMS’s, your shop’s, position with regard to extending
the Medicare deadline for 2006 and also whether CMS supports al-
lowing seniors to change plans once during 2006 if they make a
mistake?

Dr. McCLELLAN. Senator, we are not supporting that legislation
at this time. What we are focused on right now are the main topics
that have already come up at this hearing, which is to make sure
that everyone is able to take advantage of the new coverage, and
we have seen a lot of progress on that because we have identified
the problems, have been taking steps to fix them, and we are
seeing millions of prescriptions getting filled. We are seeing tens of
thousands of people signing up every day. That is still the No. 1
topic on calls to 1-800-MEDICARE. We are helping people find out
about what the coverage means for them and sign up in a matter
of minutes. So anybody who has questions calls at 1-800-MEDI-
CARE and go to the many events going on around the State of
Florida right now to find out about the coverage.

So that is where we are focused right now. I am sure we are
going to have a lot more discussions about this in the days and
weeks ahead, though.

Senator NELSON. Thank you, Mr. Chairman. We are going to
take this issue up later today in the amendments to the tax rec-
onciliation bill, and thank you to my colleagues for your kind op-
portunity for me to ask the question.
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The CHAIRMAN. Thank you, Senator Nelson.

Senator Burns.

Senator BURNS. Thank you, Mr. Chairman.

I asked the question a while ago as far as what actions we take
as Congressional offices and our attitude toward the program and
why it is so important. I go back to the days when they issued the
card, you know, the drug card. The rhetoric was so negative that
a lot of people did not even attempt to go sign up for their discount
card and therefore went and paid a lot of money out of their pock-
ets when they could have been saving about $600 a year——

Dr. McCLELLAN. Or more.

Senator BURNS [continuing]. Or more, because they were afraid
of it. So I think the way we approach this will not only decide the
fate of the program, but it will also provide seniors with some con-
fidence that this is designed for them, and as we see glitches along
the line, we will fix those. That is a point of legitimate debate here
as a policymaker goes. So that is why I said that a while ago just
absolutely throwing it out and saying, well, it is a bad program and
then scare them further does not accomplish a great deal if this is
for the benefit of them, and that is the reason I asked for that. I
still say that—and we have got to have some way as Congressional,
but I will say that the resource centers, senior citizen centers in
Montana have been marvelous and that works.

Now, we have a little different circumstance in Montana. How
about my reservations? When we say rural areas, Dr. McClellan,
as you know, in Montana, we have got a lot of dirt between light
bulbs out there and these smaller rural pharmacies have a hard
time making a go of it in our smaller farm communities and now
they are asked to do some things that sometimes puts a real finan-
cial burden on them. It was my understanding that that commit-
ment had been made, and I think it has been, but we have got to
make sure of that.

Have we made any kind of an effort by your office for an out-
reach to my reservations, because as you know, we are dealing in
a different kind of a circumstance there than we are, say, with the
average Montanan?

Dr. McCLELLAN. Absolutely. I have participated in a number
meetings with tribal leaders from around the country, including
representatives from some of the tribes in Montana. The drug ben-
efit is for people who are Native Americans, who are Alaska Na-
tives, just as much as for any other beneficiary in the program. The
drug plans have to offer contracts to the pharmacies on the tribal
lands. Many of the plans are now serving people in Indian country
and I am going to continue monitoring that very closely to make
sure that we work out—there are some special issues in how, for
example, Indian Health Service Funds interact with the drug ben-
efit. But people who are living in tribal lands definitely should pay
attention to this program. It can be real help for them, just as
much as any other American, in lowering their drug costs.

Senator BURNS. We are going to start a program of outreach to
those reservations and I would ask if you can have some resources,
maybe some people or something that we could—and if you have
done some real background work on it, that is most helpful.

Dr. McCLELLAN. We can.
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Senator BURNS. That outreach, I think, is really needed. I was
talking to the Chairman of all the reservations that I have in Mon-
tana the other day and that seemed to be a topic of discussion. Of
course, sometimes, you know, their people, they have a communica-
tions problem, too. We all have communications problems. So that
outreach is very, very important. So we will be in touch with you
and I thank you for your testimony here today. You have clarified
a lot of stuff as far as I am concerned.

But how can we benefit you? What role do you see we should
play in carrying that message and to make this work? We want to
make it work to the maximum if we possibly can.

Dr. McCLELLAN. I think your continued close work with us on
identifying problems and letting us know about it. One of the
things I have been most impressed with is the way that district
staffs, the local staffs of your offices, have worked closely with our
regional offices around the country when you identify someone who
has a problem to get them into our casework system and get that
problem fixed, and also to enable us to solve any systematic prob-
lems.

You know, we talked a little bit earlier about this very big con-
cern I have about a particular group of people who are dually eligi-
ble, who have Medicare and Medicaid and were previously getting
their drug coverage from Medicaid, who we are working right now
to make sure they can all take advantage of the coverage effec-
tively. That has been our biggest concern.

For the vast majority of seniors who sign up for this coverage,
I think the main thing for them to know is if you give it a little
bit of lead time, things will work very smoothly. So for a typical
senior signing up, they can save half on their drug costs or more.
There are lots of places they can go in Montana and every place
else for help. About a week after they enroll, they will get a letter
in the mail from their drug plan. Keep that until you get your drug
plan 1.D. card, which will come in a few weeks. If you allow that
couple of weeks or so between when you sign up for the coverage
and when you start to use it, you are likely to have a very good,
smooth experience the first time you use your coverage and you are
going to start saving on your medicines and have that peace of
mind from drug coverage, which is a new thing in Medicare.

Senator BURNS. The only thing I am trying to do is cut down on
the number of phone lines I am going to have to have to make it
work. But we want to work with you and we want to work with
the seniors because I don’t want them left behind. I don’t want
anybody left out of this program that can take advantage of this
program because it is designed for them——

Dr. McCLELLAN. That is right.

Senator BURNS. To get it in place. Then if we have got some
problems later on, then let us tackle those problems.

Thank you, Mr. Chairman, very much.

The CHAIRMAN. Thanks, Senator Burns.

Senator Martinez.

Senator MARTINEZ. Thank you, Mr. Chairman.

Dr. McClellan, we appreciate your being here today——

Dr. McCLELLAN. Thank you, Senator.
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Senator MARTINEZ. All the work that you are doing to make this
program be a success, which I know it will be in time. It is already
a success, but even a better success in time.

In my State of Florida, we have many nursing home residents
and a number of them, quite a number of them, in fact, are part
of the dual-eligible population and were auto-enrolled in Part D
programs. However, many of the programs they were enrolled in do
not cover the drugs that they need. Under the Federal and State
regulations, nursing homes are responsible for providing prescrip-
tion drugs to their residents, but they are prohibited by Part D
marketing guidelines from helping dual-eligibles choose a plan that
meets their needs.

So will CMS consider revising its regulations to allow nursing
home professionals or pharmacists to assist residents in selecting
Part D plans designed to meet their needs?

Dr. McCLELLAN. Thank you very much, Senator, for asking that
question. The nursing home administrators and staff, the long-term
care pharmacy staff in the nursing homes are a great resource for
information about the new drug coverage and they are working
very hard with us to help all nursing home beneficiaries take ad-
vantage of it. This is a big help for many people in nursing homes
and many States. The Medicaid payment rates have not been good
and many of the other nursing home residents are spending thou-
sands of dollars of their own money on prescriptions, so this is a
very important benefit for them and we want it to work.

Our guidelines, and just to clarify this, do allow nursing home
administrators and pharmacists to provide objective information
about the drug plans. We try to draw the line with steering. So
there may be a particular plan that—a drug the pharmacist may
like that is OK from the pharmacist’s standpoint, but when you are
advising a beneficiary, it is important to use objective information,
like what the beneficiary’s costs are going to be, whether their cur-
rent drugs are all on the formulary. Things like that are absolutely
fine for the nursing home administrators, other nursing home staff
to talk to their beneficiaries about.

If we need to clarify this further with some of the nursing homes
in the State, I would be delighted to work with you on doing so.
We have worked very closely with many of the nursing home asso-
ciations, ACA, ASA, the Alliance, and others to make sure people
in the nursing homes know what they are allowed to do, and they
are allowed to provide objective information to help people choose
a plan. They just can’t steer based on financial, you know, direct
financial incentives or something like that. But we want to make
this work for everyone in the nursing homes.

Senator MARTINEZ. As we run into problems on that, we may get
with you about seeing how we can break through, but——

Dr. McCLELLAN. We would be delighted to do that. We have an
ongoing outreach effort with the nursing home associations and
through our regional offices with the State and local associations,
weekly phone calls, things like that that we can use to help get any
needed clarifications out.

Senator MARTINEZ. Let me say, I want to say a good word for
your regional offices.

Dr. McCLELLAN. Oh, they have been terrific.
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Senator MARTINEZ. We have worked very closely with them. They
have done a terrific job and have really been of assistance to our
folks as they have tried to help people with the program. We had
a series of meetings, as many others have done, to try to help folks
to get enrolled and so forth and they have been a real great re-
source and we appreciate it.

Dr. McCLELLAN. I will take that back to them. Thank you, Sen-
ator.

Senator MARTINEZ. With the implementation of the Part D pro-
gram, Medicaid coverage of prescription drugs for dual-eligible pop-
ulation was transferred to the Medicare prescription drug program.
Do you see any possibility of transferring those beneficiaries exclu-
sively to Medicare so that all of their care would be under one roof
eventually?

Dr. McCLELLAN. Well, it is a very—the advantages of coordi-
nated care for dual-eligibles are obvious. They have some of the
highest costs in our health care system and have some of the high-
est rates of complications from medication interactions, from pre-
ventable complications like bedsores and other problems that lead
to hospital admission, worse outcomes, and higher cost.

There are a number of plans in Medicare now called special
needs plans that provide a broader range of services, including, in
many cases, coordination with the long-term care services in State
Medicaid programs. We are looking at ways that we can support
Medicaid and Medicare work more closely together to provide this
kind of coordinated care, and as you know, the State of Florida is
working with us on a new waiver program in Medicaid that would
give people with a disability and their caregivers more control over
how they can actually get these kinds of integrated services so it
is a lot easier to put some of the Medicaid traditional long-term
care support services together with coordinated care for medical
benefits and drug benefits with a reform program like Florida is
working on right now.

I don’t know that there is going to be major legislation on this
right away, but I think under our demonstration authorities in
Medicare, with the new plans in Medicare and with steps like the
State of Florida is taking, there are some real opportunities to pro-
vide much better coordinated care with fewer complications and
lovxﬁer costs to dual-eligibles. So we will pursue that with you, as
well.

Senator MARTINEZ. Sounds good. One last issue is the phar-
macists and the State of Florida getting paid if plans take too long
in doing so, so we would be interested in seeing how you will mon-
itor this once a reimbursement system is established to make sure
that timely payment is made to those that are due.

Dr. McCLELLAN. We will be monitoring that closely. We have
had this time lag now as people switch from one payment system
to another that hopefully we are going to be getting past with the
checks really starting to go out last week, this week, and so forth,
but we will be monitoring that closely.

Senator MARTINEZ. Thank you. Thank you, Dr. McClellan.

The CHAIRMAN. Senator Wyden.

Senator WYDEN. Thank you very much, Mr. Chairman, and
thank you for all your leadership and Senator Kohl’s, and also a
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bouquet to my colleague from Arkansas who is letting me go ahead
of her because we have got the intelligence stuff.

Senator LINCOLN. Oh, we love bouquets.

Senator WYDEN. You are gracious, as always.

Dr. McClellan, when I came to the Congress after being director
of the Gray Panthers for 7 years, I saw that a lot of senior citizens
would have a shoebox full of private health insurance policies. They
would have 10, 15, sometimes 20 policies. I wrote a law that
drained that swamp so that now there are essentially ten policies
in the private sector where people can actually compare the cov-
erages one to another and actually use the market to make choices
for them.

I don’t understand why CMS won’t do that for this prescription
drug program. I refer you to the testimony of an Oregonian that
Senator Smith invited, Mr. Kenny, who advocates that. Let me tell
you what I think has been the consequence of your not using the
kind of approach I am talking about, that is senior friendly so that
older people can compare the choices. I think you have done great
damage during this roll-out to the cause of private sector choice in
American health care.

I voted for this program. I want to make it work. What has hap-
pened is instead of using an example like we had with these pri-
vate policies sold to supplement Medicare, we now have in the
State of Oregon more than 70 choices, more than 70 choices. So
older people say they can’t compare. They can’t look and say, well,
maybe this one rather than that o